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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K includ#erward-looking statementstithin the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the SéearExchange Act of 1934, as amended (“Exchang®) A
including, in particular, the statements aboutgans, strategies and prospects under the heatliegs 1.
Business,” “Item 5. Market for Registrant’'s CommiBguity, Related Stockholder Matters and Issuer Rase of
Equity Securities’and“ltem 7. Management’s Discussion and Analysis afdficial Condition and Results of
Operations.”Forward-looking statements express an expectatitelgef and contain a projection, plan or
assumption with regard to, among other things fature revenues, income, expenses or capital sireicBuch
statements of future events or performance arguetantees of future performance and involve estispa
assumptions and uncertainties. The words “coulchdy,” “predict,” “anticipate,” “would,” “believe,estimate,”
“expect,” “forecast,” “project,” “objective,” “intad,” “continue,” “should,” “plan,” and similar expssions, or the
negatives thereof, are intended to identify forwiawking statements.

Some important factors that could cause our acasallts or outcomes to differ materially from thascussed in
the forward-looking statements include, but arelimated to:

= fluctuations in customer growth and demand;

= impacts of weather on retail sales and wholesategr

= weather-related damage to our electrical system;

= fuel and other input costs;

= generating unit availability and capacity;

= transmission and distribution system reliabilitylampacity;

= purchased power costs and availability;

= regulatory action, including, but not limited tbgtreview of our basic rates and charges by tharad
Utility Regulatory Commission (“IURC");

= federal and state legislation and regulations;

= changes in our credit ratings or the credit ratioig&ES;

= fluctuations in the value of pension plan asséisfdations in pension plan expenses and our lbdlit
fund defined benefit pension and other post-retiaenplans;

= changes in financial or regulatory accounting peic

= environmental matters, including costs of compleandth current and future environmental laws and
requirements;

= interest rates and other costs of capital;

= the availability of capital;

= labor strikes or other workforce factors;

= facility or equipment maintenance, repairs andtehpxpenditures;

= |ocal economic conditions, including the fact ttie local and regional economies have struggleslitiir
the recession and weak economic climate the pasydars and continue to face uncertainty for the
foreseeable future;

= acts of terrorism, acts of war, pandemic eventsatural disasters such as floods, earthquakesdoss,
ice storms or other catastrophic events;

= costs and effects of legal and administrative pedo®gs, audits, settlements, investigations anidheland
the ultimate disposition of litigation;

= issues related to our participation in the Midwesiependent Transmission System Operator, Inc.
(“MISO"), including the cost associated with mengdigp and the recovery of costs incurred; and

= product development and technology changes.

Most of these factors affect us through our codstéid subsidiary Indianapolis Power & Light Comp#tigL”).
All such factors are difficult to predict, containcertainties that may materially affect actualitssand many are
beyond our control. Also séem 1A. Risk Factorsfor further discussion of some of these factosdpt as
required by the federal securities laws, we undtertao obligation to publicly update or review aoyward-looking
information, whether as a result of new informatifuture events or otherwise. If one or more forvkroking
statements are updated, no inference should bendret additional updates will be made with respe¢hose or
other forward-looking statements.



PART |
Throughout this document, the terms “we,” “us,” dodr” refer to IPALCO Enterprises, Inc. (“IPALCOgnd its
consolidated subsidiaries. IPALCO is wholly-owngdAES. For a list of other abbreviations or acrosyused in
this report, sedlitem 1C. Defined Terms.”

ITEM 1. BUSINESS

OVERVIEW

IPALCO is a holding company incorporated underléves of the state of Indiana in 1983. Our principabsidiary
is Indianapolis Power & Light Company (“IPL"), ag@ated electric utility with its customer base centrated in
Indianapolis, Indiana. Substantially all of our imess consists of the generation, transmissiotrjluision and sale
of electric energy conducted through IPL. Our telaktric revenues and net income for the fiscal yaded
December 31, 2011 were $1.2 billion and $60.6 amillirespectively. The book value of our total assstof
December 31, 2011 was $3.3 billion. All of our at@ans are conducted within the United States oEAaca in the
state of Indiana. Please see Note"8g@gment Information’to the audited Consolidated Financial Statemefnts o
IPALCO in*“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K.

Our principal executive offices are located at ®fanument Circle, Indianapolis, Indiana 46204, andtelephone
number is (317) 261-8261. Our internet website esklis www.iplpower.com. The information on our gigbis
not incorporated by reference into this report.

INDIANAPOLIS POWER & LIGHT COMPANY

IPALCO owns all of the outstanding common stockRif. IPL was incorporated under the laws of théestd
Indiana in 1926. IPL is engaged primarily in getie@ transmitting, distributing and selling eléctenergy to
approximately 470,000 customers in the city of &mdipolis and neighboring areas within the statedifina; the
most distant point being about 40 miles from Indjaolis. IPL has an exclusive right to provide electervice to
those customers. IPL’s service area covers abdusg@are miles with an estimated population of exiprately
910,000. IPL owns and operates four generatingpsstTwo of the generating stations are primardgl-fired
stations. The third station has a combination dfsuthat use coal (base load capacity) and nagasiand/or oil
(peaking capacity) for fuel to produce electricifje fourth station is a small peaking station thegs gas-fired
combustion turbine technology for the productiorelefctricity. IPL’s net electric generation capgddr winter is
3,492 megawatts (“MW") and net summer capacity,83 MW. IPL’s generation, transmission and disttiitn
facilities are further described undéem 2. Properties.” There have been no significant changes in thecsesv
rendered by IPL during 2011.

The electric utility business is affected by seasaveather patterns throughout the year and, tbergthe operating
revenues and associated operating expenses agemeraited evenly by month during the year. IPL'sifess is not
dependent on any single customer or group of custerAdditionally, retail kilowatt hours (“kWh”) s, after
adjustments for weather variations, are impactedhanges in service territory economic activityvedl as the
number of retail customers we have. For the tensyeading in 2011, IPL’s retail kWh sales have giava
compound annual rate of 0.1%. During the same getiiee number of our retail customers grew at apmmd
annual rate of 0.6%. Going forward, retail kWh sajeowth is expected to be negatively impacted urydemand-
side management programs. Pleas€'ltem 7. Management's Discussion and Analysis afaficial Condition and
Results of Operations — Regulatory Matters — Dem@itee Management and IPL’s Smart Energy Projdot”

more details. IPL’s electricity sales for 2007 tigh 2011 are set forth in the table of statistickdrmation

included at the end of this section.

IPL is a transmission company member of Reliabtliityt Corporation (“RFC”). RFC is one of eight Regional
Reliability Councils under the North American EkécReliability Corporation (“NERC”), which has bee
designated as the Electric Reliability Organizatiowler the Energy Policy Act of 2005 (“EPAct”). REEeks to
preserve and enhance electric service reliability security for the interconnected electric systeuiitisin the RFC
geographic area by setting and enforcing eleatfiability standards. RFC members cooperate ungierements to
augment the reliability of its members’ electricgéiypply systems in the RFC region through coordinaif the
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planning and operation of the members’ generatimhteansmission facilities. Smaller electric wilgystems,
independent power producers and power marketerpardicipate as full members of RFC. In additid?l, lis one
of many transmission owners of the MISO (skw®ltistry Matters - MISO Operatiof a regional transmission
organization which maintains functional control otlee combined transmission systems of its mendneds
manages one of the largest energy markets in tBelBL participates in the MISO’s energy and opiegateserves
markets and each asset owner receives separathday; real-time, and financial transmission righasket
settlement statements for each operating day.

REGULATORY MATTERS
Regulation

IPL is subject to regulation by the IURC with respi® the following: our services and facilitiestail rates and
charges; the valuation of property; the construgtmurchase, or lease of electric generating fasti the
classification of accounts; rates of depreciattbr;issuance of securities (other than indebtedueagsble less than
twelve months after the date of issue); the actjoinsand sale of some public utility propertiessecurities; and
certain other matters. The regulatory power ofithieC over our business is both comprehensive apidal/ of the
traditional form of regulation generally imposeddigte public utility commissions.

In addition, IPL is subject to the jurisdictiontbe Federal Energy Regulatory Commission (“FERCthwespect
to, among other things, short-term borrowings egufated by the IURC, the sale of electricity ablelsale and the
transmission of electric energy in interstate comumethe classification of accounts, reliabilitgrstiards, and the
acquisition and sale of utility property in certaincumstances as provided by the Federal PowerA&ch regulated
entity, IPL is required to use certain accountirgthods prescribed by regulatory bodies which mégrdirom
those accounting methods required to be used byegulated entities. We maintain our books andnasco
consistent with generally accepted accounting fples in the United States reflecting the impactemfulation. See
Note 2,“Summary of Significant Accounting Policiet§ the audited Consolidated Financial Statemehiti8ALCO
in “Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K.

We are also affected by the regulatory jurisdictidthe U.S. Environmental Protection Agency (“ERAdt the
federal level, and Indiana Department of EnvirontakManagement, at the state level. Other significagulatory
agencies affecting us include, but are not limttedhe NERC, the U.S. Department of Labor, andnikégna
Occupational Safety and Health Administration.

Please sedtem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Regulatory Matters’for a more comprehensive discussion of regulateajters impacting us.

Retail Ratemaking

IPL’s tariff rates for electric service to retailstomers consist of basic rates and charges whécked and approved
by the IURC after public hearings (see below).dditon, IPL’s rates include various adjustment heedsms
including, but not limited to, those to reflect clges in fuel costs to generate electricity or paseld power prices,
referred to as Fuel Adjustment Charges (“FAC") &rdthe timely recovery of costs incurred to compiyh
environmental laws and regulations referred toragrBnmental Compliance Cost Recovery Adjustment
(“ECCRA"). Each of these tariff rate components rbayset and approved by the IURC in separate pdingeat
different points in time. For example, FAC procegi occur on a quarterly basis and the ECCRA prbogs

occur on a semi-annual basis. These componentidarsomewhat independently of one another, bubtrezall
structure of our rates and charges would be sutjeetview at the time of any review of our basites and
charges.



Basic Rates and Charges

Please setem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Regulatory Matters'for a discussion of our basic rates, charges aaténmal adjustment mechanisms.

MISO OPERATIONS

IPL is a member of the MISO. The MISO serves agfilvd-party operator of our transmission system ams the
day-ahead and real-time energy and ancillary sesvicarkets for its members. MISO policies are dgpe, in
part, through a stakeholder process in which weaaractive participant. We focus our participatiothis process
primarily on items that could impact our customeesults of operations, financial condition, andtcfiows.
Additionally, we attempt to influence MISO and FERG@licy by filing comments with the FERC.

We have transferred functional control of our traission facilities to the MISO and our transmissiqerations
are integrated with those of the MISO. Our parttipn and authority to sell wholesale power at reabased rates
are subject to the FERC jurisdiction. Transmissiervice over our facilities is now provided throupke MISO’s
tariff.

As a member of the MISO market, we offer our geti@neand bid our demand into the market on a d@adtbasis
and settle differences in real-time. The MISO ssttlourly offers and bids based on locational matgirices,
which is pricing for energy at a given location &h®n a market clearing price that takes into agtphysical
limitations, generation, and demand throughoutMh®O region. The MISO evaluates the market paréiotp’
energy offers and demand bids optimizing for enengy ancillary services products to economically aliably
dispatch the entire MISO system. The IURC has ai#bd IPL to recover, through FAC proceedings, fthed

portion of its costs from the MISO, including gllexifically identifiable ancillary services marlaists, and to defer
certain operational, administrative and other crsts the MISO and seek recovery in IPL’s next baate case
proceedingTotal MISO costs deferred as long-term regulat@sets were $80.4 million and $71.0 million as of
December 31, 2011 and December 31, 2010, resplyctive

We have preserved our right to withdraw from theSR1by tendering our Notice of Withdrawal (subjextte
FERC and the IURC approval). We have made no aectsi seek withdrawal from the MISO at this timee Will
continue to assess the relative costs and beoéfitsing a MISO member, as well as actively advedat our
positions through the existing MISO stakeholdercpss and in filings at FERC.

Please see alstitem 7. Management’s Discussion and Analysis afdricial Condition and Results of Operations
— Regulatory Matters.”

ENVIRONMENTAL MATTERS

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazzrdous and other materials into the environnaatt;the
health and safety of our employees. These lawseqdations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, ensn or
revocation of permits and/or facility shutdownseTection Environmental Matters'in “Item 7. Management's
Discussion and Analysis of Financial Condition &elsults of Operationsescribes environmental laws, potential
changes in environmental laws and other riskswieabelieve may be significant to our business dbagea Notice
of Violation (“NOV") and Finding of Violation fronthe EPA pursuant to the Clean Air Act Section 1)1.3(ae
discussion in Item 7 includes more detail on EP&&ently promulgated rule relating to emissionsefcury and
other Hazardous Air Pollutants (*HAPS”). We arereutly reviewing the impact of the new HAPS rulee(t
“Utility MACT") and estimate additional capital egpditures related to this rule for environmentaitcols for our
baseload generating units to be approximately $8illibn to $900 million through approximately 201I6.
addition, the NOV from the EPA may result in a fanred/or costs associated with the installationdaofittonal
pollution control technology systems and/or sup@etal environmental projects, which could be mateAside
from these two developments, we do not believeahgr regulatory development or currently open emrmental



investigations will result in fines, penalties dher costs material to our results of operatioimgcial condition,
and cash flows.

FUEL

Approximately 99% of the total kWhs we produced weaserated from coal in each of 2011, 2010, an®200
Natural gas and fuel oil provided the remaining kiémeration. Natural gas is used in our newer catitiu
turbines. Fuel oil is used for start-up and flat@bd#ization in coal-fired generating units, asnpary fuel in oil-
fired steam turbine generating units and threeratdenbustion turbines, and as an alternate fugtnewer
combustion turbines.

Our existing coal contracts provide for all of @urrent projected requirements in 2012 and appratehy 85% for
the three year period ending December 31, 2014h&Ve long-term coal contracts with five suppliers.
Approximately 45% of our existing coal under contreomes from one supplier. We have entered into lfing-
term contracts with this supplier, which employsinumionized labor, for the provision of coal froouf separate
mines. Pricing provisions in some of our long-termal contracts allow for price changes under certai
circumstances. Substantially all of the coal igently mined in the state of Indiana. All coal werently burn and
under purchase contracts is mined by third par@es.goal is to carry a 25-50 day system supplyoaf to offset
unforeseen occurrences such as equipment breakdortsansportation or mine delays.

EMPLOYEES

As of January 31, 2012, IPL had 1,473 employeeshafm 1,391 were full time. Of the total employe@25 were
represented by the International Brotherhood offtEleal Workers (“IBEW”) in two bargaining units:ghysical
unit and a clerical-technical unit. In 2011, thenmbership of the IBEW clerical-technical unit ratifi a three year
labor agreement with us that expires on Februay2@04. In October 2008, the IBEW physical unitfied a four
year agreement with us effective as of Decemb2088 that expires on December 3, 2012. Both coliect
bargaining agreements shall continue in full fonoe effect from year to year unless either parbyigies prior
written notice at least sixty (60) days prior te #xpiration, or anniversary thereof, of its detiramend or
terminate the agreement. As of January 31, 20%therdPALCO nor any of its subsidiaries other thBh had any
employees.



STATISTICAL INFORMATION ON OPERATIONS

The following table of statistical information pesgs additional data on our operations:

Year Ended December 31,

2011 2010 2009 2008 2007

Operating RevenueqIn Thousands)
Residential $ 438,204 $ 427,899 $ 392,181% 390,892% 377,081
Small commercial and industrial 174,934 170,345 160,814 165,660 160,456
Large commercial and industrial 482,223 455,458 436,060 435,578 416,694
Public lighting 10,910 10,857 11,093 10,973 11,221
Miscellaneous 22,472 19,380 17,778 18,554 18,809

Revenues — retail customers 1,128,7431,083,939 1,017,926 1,021,657 984,261
Wholesale 43,181 60,964 50,155 57,456 68,366

Total electric revenues
kWh Sales(In Millions) :
Residential
Small commercial and industrial
Large commercial and industrial
Public lighting

Sales — retail customers
Wholesale

Total kwh sold
Retail Customers at End of Year:
Residential
Small commercial and industrial
Large commercial and industrial
Public lighting

Total retail customers

$1,171,92451,144,903

$1,068,081$ 1,079,113% 1,052,627

5,266 5,501 5,085 5,350 5,467
1,887 1,957 1,892 2,030 2,101
7,012 7,086 7,041 7,550 7,683

64 65 68 73 77
14,229 14,609 14,086 15,003 15,328
1,418 1,928 1,881 1,189 1,640
15,647 16,537 15,967 16,192 16,968
417,153 416,276 416,500 416,019 417,227

46,974 46,844 46,708 46,719 46,749
4,630 4,628 4,625 4,610 4,559
954 948 940 905 813

469,711 468,696 468,773 468,253 469,348




ITEM 1A. RISK FACTORS

Investors should consider carefully the followimgkrfactors that could cause our business, opgratisults and
financial condition to be materially adversely attsd. New risks may emerge at any time, and weatgmedict
those risks or estimate the extent to which they affect our business or financial performance.sehesk factors
should be read in conjunction with the other dethihformation concerning IPALCO and IPL set faritithe Notes
to audited Consolidated Financial Statementtém 8. Financial Statements and SupplementaryaDa&nd in
“Iltem 7. Management’s Discussion and Analysis ofdficial Condition and Results of Operatior®rein. The
risks and uncertainties described below are nobtiy ones we face.

Our electric generating facilities are subject to perational risks that could result in unscheduled fant
outages, unanticipated operation and/or maintenancexpenses, increased fuel or purchased power coatsd
other significant liabilities for which we may or may not have adequate insurance coverage.

We operate coal, oil and natural gas generatintfas, which involve certain risks that can adsely affect energy
costs, output and efficiency levels. These riskduite:

= increased prices for fuel and fuel transportatigexésting contracts expire or as such contraets ar
adjusted through price re-opener provisions orraat adjustments;

= unit or facility shutdowns due to a breakdown dluf@ of equipment or processes;

= disruptions in the availability or delivery of fughd lack of adequate inventories;

= labor disputes;

= reliability of our suppliers;

= inability to comply with regulatory or permit regqements;

= disruptions in the delivery of electricity;

= the availability of qualified personnel;

= operator error; and

= catastrophic events such as fires, explosiongyristracts, acts of war, pandemic events, or natura
disasters such as floods, earthquakes, tornadmestdrms, or other similar occurrences affectimg o
generating facilities.

The above risks could result in unscheduled platages, unanticipated operation and/or maintenexjgenses,
increased capital expenditures, and/or increaselchfiid purchased power costs, any of which couwe hamaterial
adverse effect on our operations. If unexpectedtmatages occur frequently and/or for extendeébgsrof time,
this could result in adverse regulatory action.

Additionally, as a result of the above risks angeotpotential hazards associated with the poweerggion
industries, we may from time to time become expdeesignificant liabilities for which we may notVmadequate
insurance coverage. Power generation involves Hamaractivities, including acquiring, transportamd unloading
fuel, operating large pieces of rotating equipraamt delivering electricity to transmission and ritisttion systems.
In addition to natural risks, such as earthquattesds, lightning, tornadoes, ice storms and wimagards, such as
fire, explosion, collapse and machinery failure iaferent risks in our operations which may ocaiaaesult of
inadequate internal processes, technological flawsian error or certain external events. The coatrd
management of these risks depend upon adequat®pment and training of personnel and on the emgsteof
operational procedures, preventative maintenaraesnd specific programs supported by qualityrobsystems
which reduce, but do not eliminate the possibiityhe occurrence and impact of these risks.

The hazardous activities described above can alssecsignificant personal injury or loss of lifeyere damage to
and destruction of property, plant and equipmesit@mination of, or damage to, the environmentsaurgpension
of operations. The occurrence of any one of theeats may result in us being named as a defenddavsuits
asserting claims for substantial damages, envirotmheleanup costs, personal injury and fines angénalties.
We maintain an amount of insurance protectionweabelieve is adequate, but there can be no agsuthat our
insurance will be sufficient or effective under @licumstances and against all hazards or liadslito which we
may be subject. A successful claim for which weraefully insured could hurt our financial resuiisd materially
harm our financial condition. In addition, transgiig and distribution assets are not covered hyrémee and are
considered to be outside the scope of propertyamae. Further, due to rising insurance costs aadges in the
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insurance markets, we cannot provide assurancénthatince coverage will continue to be availalmessms
similar to those presently available to us or htAaly such losses not covered by insurance coalela material
adverse effect on our financial condition, resafteperations or cash flows.

We may not always be able to recover our costs taqvide electricity to our retail customers.

We are currently obligated to supply electric egamgretail customers in our service territory. iirime to time
and because of unforeseen circumstances, the deoragldctric energy required to meet these ohlget could
exceed our available electric generating capadityen our retail customer demand exceeds our géngiedapacity
for units operating under MISO economic dispateleprery of our cost to purchase electric energhénMISO
market to meet that demand is subject to a stijpma@nd settlement agreement. The agreement irckude
benchmark which compares hourly purchased powes toslaily natural gas prices. Purchased powes @mve
the benchmark must meet certain criteria in ordeus to fully recover them from our retail customesuch as
consideration of the capacity of units availablé fat selected by the MISO economic dispatch. Assalt, we may
not always have the ability to pass all of the pased power costs on to our customers, and evemafre able to
do so, there may be a significant delay betweetitte the costs are incurred and the time the @stsecovered.
Since these situations most often occur duringoplsrof peak demand, the market price for electrargy at the
time we purchase it could be very high under tligs®imstances, and we may not be allowed to recalvef such
costs through our fuel adjustment charges. Evarsiipply shortage was brief, we could suffer suttistblosses
that could adversely affect our results of operajdinancial condition, and cash flows. Please‘dem 7.
Management'’s Discussion and Analysis of Financahdtion and Results of Operations — Regulatorytbtat—
Fuel Adjustment Charge and Authorized Annual Jictszhal Net Operating Incomefor additional details
regarding the benchmark and the process to redogkcosts.

Our transmission and distribution system is subjecto reliability and capacity risks.

The ongoing reliable performance of our transmissind distribution system is subject to risks dyexmong other
things, weather damage, intentional or unintentidaanage, fires and/or explosions, plant outagdmr disputes,
operator error, or inoperability of key infrastruiet internal or external to us. The failure of tansmission and
distribution system to fully deliver the energy dermded by customers could have a material adveiset eh our
results of operations, financial condition, andnctisws, and if such failures occur frequently awdbr extended
periods of time, could result in adverse regulatxtion. In addition, the advent and quick adaptatf new
products and services that require increased |l@fakectrical energy cannot be predicted and coesdilt in
insufficient transmission and distribution systespacity. As with all utilities, potential concermey transmission
capacity could result in the MISO, the NERC or BieRC requiring us to upgrade or expand our trarsons
system through additional capital expenditures.

Substantially all of our electricity is generated ly coal and approximately 45% of our supply of coatomes
from one supplier.

Approximately 99% of the total kWh we produced waserated from coal in each of 2011, 2010 and 2008.
existing coal contracts provide for all of our @nt projected requirements in 2012 and approxima&gs for the
three-year period ending December 31, 2014. We lmnpterm coal contracts with five suppliers. R
provisions in some of our long-term coal contradksw for price changes under certain circumstances

Substantially all of the coal is currently minedie State of Indiana. All coal currently burnedusyand under
purchase contracts is mined by third parties. @al @ to carry a 25-50 day system supply of coaffset
unforeseen occurrences such as equipment breakdowlrtsansportation or mine delays. Approximated{odof
our existing coal under contract comes from ongbeip Any significant disruption in the delivery coal from this
supplier, or any failure on the part of this suppto fulfill its contractual obligation to deliveoal, could have a
material adverse effect on our business. In thatesvesuch disruption, there can be no assuraratenté would be
able to purchase power or find another supplieroal on similarly favorable terms, which could alisoit our
ability to recover fuel costs through the fuel adiment charge proceedings.
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Catastrophic events could adversely affect our faliies, systems and operations.

Catastrophic events such as fires, explosiongyristiacts, acts of war, pandemic events, or nhtlisasters such as
floods, earthquakes, tornadoes, ice storms or gih@lar occurrences could adversely affect ouregation

facilities, transmission and distribution systewerations, earnings and cash flow. Our PeterdBlangt, which is
our largest source of generating capacity, is Egtat the Wabash Valley seismic zone, adjacertad\ew Madrid
seismic zone, which are areas of significant seiguiivity in the central U.S.

Our business is sensitive to weather and seasonalriations.

Our business is affected by variations in geneesther conditions and unusually severe weathea rdsult of
these factors, the operating revenues and assbciptgating expenses are not generated evenly byhndaring
the year. We forecast electric sales on the bdsisroal weather, which represents a long-ternohisal average.
Significant variations from normal weather (suchwasmer winters and cooler summers) could have tenah
impact on our revenue, operating income and netmecand cash flows. Storms that interrupt senticesir
customers have required us in the past, and mayreegs in the future, to incur significant cosigéstore services.

The electricity business is highly regulated and anchanges in regulations, or adverse regulatory aictn,
could reduce revenues and/or increase costs.

As an electric utility, we are subject to extengiggulation at both the federal and state levethatfederal level,
we are regulated by the FERC and the NERC antigattate level, we are regulated by the IURC. Egelatory
power of the IURC over IPL is both comprehensivd gpical of the traditional form of regulation gaally
imposed by state public utility commissions. Weefélee risk of unexpected or adverse regulatorpacti
Regulatory discretion is reasonably broad in Indidife are subject to regulation by the IURC asutoservices
and facilities, the valuation of property, the doustion, purchase, or lease of electric generdtudities, the
classification of accounts, rates of depreciatiba,increase or decrease in retail rates and chatgeissuance of
securities (other than evidences of indebtednegshialess than twelve months after the date oklsshe
acquisition and sale of some public utility propestor securities and certain other matters.

Our tariff rates for electric service to retail tarsers consist of basic rates and charges andusaaidjustment
mechanisms which are set and approved by the IURE @mublic hearings. Pursuant to statute, the IUR®
conduct a periodic review of the basic rates aradgds of all Indiana utilities at least once evietyr years, but the
IURC has the authority to review the rates of amjidna utility at any time. Proceedings to reviaw lbasic rates
and charges, which were last adjusted in 1996 weviL, the IURC, the Indiana Office of Utility @sumer
Counselor and other interested stakeholders. liiaddwe must seek approval from the IURC throsghbh public
proceedings of our tracking mechanism factors fleeechanges in our fuel costs to generate etgutror
purchased power costs and for the timely recovéppsts incurred during construction and operatib@lean Coal
Technology (“CCT") facilities constructed to compljth environmental laws and regulations, recovargosts
associated with providing mandatory demand sideag@ament programs, and for certain other costs.eTtem be
no assurance that we will be granted approvalaaking mechanism factors that we request fromttiRa. For
example, the IURC denied IPL authority to recowait electric sales margins lost as a result fedrofg mandatory
demand side management programs to retail custoieedfailure of the IURC to approve any requestdigf, or
any other adverse rate determination by the IUR@dcbave a material adverse effect on our restltgperations,
financial condition, and cash flows.

In recent years, federal and state regulationesftat utilities has changed dramatically, andghee of regulatory
change is likely to pick up in coming years. A®ault of the EPAct and subsequent legislation tffgahe electric
utility industry, we have been required to complghwnew rules and regulations in areas includingndadory
reliability standards, cyber security, transmisstapansion and energy efficiency. These rules agdlations are,
for the most part, still in their infancy. Regulat@gencies at the state and federal level areeiptocess of
implementation. While we have complied with thegles and regulations to date without significanpatt on our
business, we are currently unable to predict thg-term impact, if any, to our results of operasiginancial
condition, and cash flows.
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Independent of the IURC's ability to review basites and charges, Indiana law requires electlitiegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition forayap of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelwaonth
operating income, determined at quarterly measuneneges, exceeds a utility’s authorized annuadglictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagginst which
the excess rolling twelve month jurisdictional nperating income can be offset.

Any adverse regulatory action in our tree trimming practices could significantly increase our vegetatin
management costs.

In February 2009, an IPL customer filed a formahptaint claiming IPL’s tree trimming practices were
unreasonable and expressed concerns with langoaggeed in IPL’s tariff that addressed IPL’s tteenming and
tree removal rights. Subsequently, the IURC ingtib& generic investigation into electric utilitgeértrimming
practices and tariffs in Indiana. In November 20h@, [URC issued an order in the investigation,cviimposed
additional requirements on the conduct of treerring. The order included requirements on utiliteprovide
advance customer notice and obtain customer consewlditional easements if existing easementgights of
way are insufficient to permit pruning in accordandth the required industry standards or in thenéthat a tree
would need to have more than 25% of its canopy wehoThe order also directed that a rulemaking dide!
initiated to further address vegetation managempeattices. In December 2010, notices of appeapatitions for
reconsideration, clarification and/or rehearingevitled by multiple parties, including IPL.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in casi# emergency or public safety, utilities may,heitit customer
consent, remove more than 25% of a tree or trinobéexisting easement or right of way boundariegieedy the
situation. The IURC is currently in the procespadmulgating formal rules to implement the ordere @hd other
interested parties are participating in this rulkim@ process. It is not possible to predict thecouate of the
rulemaking process, but this could adversely impactdistribution reliability and significantly inease our
vegetation management costs and the costs of defeadr vegetation management program in litigatishich
could have a material impact on our consolidatedrfcial statements.

Our participation in the MISO involves risks.

We are a member of the MISO, a FERC approved ragitoansmission organization. The MISO serves the
electrical transmission needs of much of the Midveesl maintains functional operational control ower electric
transmission facilities as well as that of the otdéwest utility members of the MISO. We retaimtml over our
distribution facilities. As a result of membershipthe MISO and their operational control, our é¢oned ability to
import power, when necessary, and export powdrdaholesale market has been, and may continue,to b
impacted. We offer our generation and bid our limdal this market on a day-ahead basis and seftlereinces in
real time. Given the nature of the MISO'’s policiegarding use of transmission facilities, and dsanistration of
the energy and ancillary services markets, itfiscdit to predict near term operational impactse \dAnnot assure
the MISO’s reliable operation of the regional tnassion system, nor the impact of its operatiothefenergy and
ancillary services markets.

At the federal level, there are business risksufoassociated with multiple proceedings pendingreethe FERC
related to our membership and participation inNH8O. These proceedings involve such issues asriassion
rates, construction of new transmission facilitibs, allocation of costs of transmission expansioa to the
renewable mandates of other states, and the egdiariff requirements for resource adequacy.

To the extent that we rely, at least in part, angkrformance of the MISO to maintain the relidpidif our
transmission system, it puts us at some risk femperformance of the MISO. In addition, actionetaky the
MISO to secure the reliable operation of the eritmasmission system operated by the MISO couldltrés
voltage reductions, rolling blackouts, or sustaiggstem wide blackouts on IPL’s transmission astrithiution
system, any of which could have a material adveffeet on our results of operations, financial dtod, or cash
flows. (See alstltem 1. Business — Industry Matters — MISO Opeyas#’ and“ltem 7. Management’s Discussion

12



and Analysis of Financial Condition and Result©gfrations — Liquidity and Capital Resources — Raiguy
Matters.”)

Our ownership by AES subjects us to potential riskshat are beyond our control.

All of IPL’'s common stock is owned by IPALCO, all whose common stock is owned by AES. The interekts
AES may differ from the interests of IPALCO, IPLamy of their creditors or other stakeholders. fkemtdue to
our relationship with AES, any adverse developmantsannouncements concerning them may affectlulitlyao
access the capital markets and to otherwise coiisitess. In particular, downgrades in AES’s ¢nedings
could likely result in IPL or IPALCOQO's credit ratys being downgraded. IPL's common stock is pledgeskcure
certain indebtedness of IPALCO, and IPALCQO’s comratitk is pledged to secure certain indebtednes& 6t

IPALCO is a holding company and is dependent on didends from IPL to meet its debt service obligatios.

IPALCO is a holding company with no material ass#ter than the common stock of its subsidiariad, a
accordingly all cash is generated by the operaitityities of our subsidiaries, principally IPL.UB mortgage and
deed of trust, its amended articles of incorporasind its Credit Agreement contain restrictiongRld's ability to
issue certain securities or pay cash dividend® £ CO. For example, there are restrictions on tlatenance of
a leverage ratio which could limit the ability &Ll to pay dividends. Sé#tem 7. Management’s Discussion and
Analysis of Financial Condition and Results of Gyiems — Liquidity and Capital Resourcefgr a discussion of
these restrictions. See Note lddebtednessto the audited Consolidated Financial Statemeht® ALCO in
“Iltem 8. Financial Statements and SupplementaryaDancluded in this Form 10-K for information regandi
indebtedness.

We rely on access to the capital markets. Generat@enomic conditions and disruptions in the financial
markets could adversely affect our ability to raisecapital on favorable terms or at all, and cause itreases in
our interest expense.

From time to time we rely on access to capital mtrlas a source of liquidity for capital requireisarot satisfied
by operating cash flows. In recent years conditiartbe financial markets have deteriorated, initlgd
unprecedented volatility, which has reduced theélalvéity of capital and credit. While there havedn signs of a
partial recovery in late 2010 and 2011, the timang extent of a full recovery is unknown, and utaiaty still
exists in the U.S. and global economies and thditcaed equity markets. It is possible that outighbio raise
capital on favorable terms or at all could be adebraffected, and we may be unable to access atkefinding to
refinance our debt as it becomes due or financitat@xpenditures. The extent of any impact wilpded on
several factors, including our operating cash flaihve overall demand in the credit markets, ouditmatings,

credit capacity, the cost of financing, and othemayal economic and business conditions. It mayddpend on the
performance of credit counterparties and finanaigtitutions with which we do business.

See Note 10iIndebtednessto the audited Consolidated Financial Statemefit® ALCO in“Item 8. Financial
Statements and Supplementary Daita¢luded in this Form 10-K for information regardiindebtedness. See also
“ltem 7A. Quantitative and Qualitative Disclosurba@ut Market Risk — Credit Market Riskdr information related
to credit market risks.

The level of our indebtedness, and the security pwided for this indebtedness, could adversely affectur
financial flexibility.

As of December 31, 2011, we had on a consolidaasts$1.8 billion of indebtedness and total common
shareholder’s deficit of $5.8 million. IPL had $985nillion of First Mortgage Bonds outstanding &®ecember
31, 2011, which are secured by the pledge of sobially all of the assets of IPL under the termdRif's mortgage
and deed of trust. IPL also had $64 million of unsed indebtedness. This level of indebtednesseaated
security could have important consequences, inetutlie following:

= increase our vulnerability to general adverse enbo@nd industry conditions;

= require us to dedicate a substantial portion ofaaish flow from operations to make payments on our
indebtedness, thereby reducing the availabilitgwfcash flow to fund other corporate purposes;
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= limit our flexibility in planning for, or reactingp, changes in our business and the industry ichviie
operate; and

= limit, along with the financial and other restnaicovenants in our indebtedness, our ability todve
additional funds, as needed.

We expect to incur additional debt in the futurghject to the terms of our debt agreements andatgy

approvals for any IPL debt. To the extent we becomee leveraged, the risks described above woule@se.
Further, actual cash requirements in the future beagreater than expected. Accordingly, our cash from
operations may not be sufficient to repay at matail of the outstanding debt as it becomes duk Erthat event,
we may not be able to borrow money, sell assetshmrwise raise funds on acceptable terms or &b a#ifinance
our debt as it becomes due. For a further discnssioutstanding debt, sééem 7. Management's Discussion and
Analysis of Financial Condition and Results of Gyiems — Liquidity and Capital Resources.”

Current and future conditions in the economy may adersely affect our customers, suppliers and
counterparties, which may adversely affect our redts of operations, financial condition, and cash @ws.

Our business, results of operations, financial @¢@rd and cash flows have been and will contirmbé affected by
general economic conditions. As a result of slowgiabal economic growth, the credit market cridisglining
consumer and business confidence, fluctuating caditsnprices, and other challenges currently affegthe
general economy, some of our customers have expedeand may continue to experience deteriorationedr
businesses, cash flow shortages, and difficultgiobtg financing. As a result, existing customeesymeduce their
electricity consumption and may not be able talfulieir payment obligations to us in the norntahely fashion.

In addition, some existing commercial and industiisstomers may discontinue their operations. Rtsjhich
may result in potential new customers will likelg delayed until economic conditions improve. Irtigatar, the
projected economic growth and total employmentitidnapolis are important to the realization of fmuecasts for
annual energy sales.

At times, we may utilize forward contracts to mamalge risk associated with power purchases andeshtd power
sales, and could be exposed to counterparty aiiskliin these contracts. Further, some of our dapplcustomers
and other counterparties, and others with whomrarmstct business may be experiencing financiadtdiffes,
which may impact their ability to fulfill their olgations to us. For example, our counterpartiefoomnard purchase
contracts and financial institutions involved irr @uedit facility may become unable to fulfill theiontractual
obligations. We may not be able to enter into regaent agreements on terms as favorable as otingxis
agreements. If the general economic slowdown coesirfor significant periods or deteriorates sigaifitly, our
results of operations, financial condition, andhcligws could be materially adversely affected.

Wholesale power marketing activities may add volality to earnings.

We engage in wholesale power marketing activitias primarily involve the offering of utility-owneadr contracted
generation into the MISO day ahead and real timeketg. As part of these strategies, we may alsowggeenergy
contracts that are integrated with portfolio requients around power supply and delivery. The egsriiom
wholesale marketing activities may vary based oatilating prices for electricity and the amounelefctric
generating capacity or purchased power availalglgoid that needed to meet firm service requiremémizrder to
reduce the risk of volatility in earnings from wheble marketing activities, we may at times emtir forward
contracts to hedge such risk. If we do not acclydteecast future commaodities prices or if our piedy procedures
do not operate as planned we may experience |0d&edid not use such hedges in 2011 and used theafairly
limited basis in 2010 with no material impact tareags. No such hedges are currently in place.

In addition, under the current MISO market rulég, introduction of additional renewable energy ithte MISO
market could have the effect of reducing the denfan@holesale energy from other sources. The audit
generation produced by renewable energy sourcdd baue the impact of reducing market prices farrgy and
could reduce our opportunity to sell coal fired gad generation into the MISO market, thereby rieducur
wholesale sales. Additionally, decreases in nagalprices in the U.S. have the impact of reduniagket prices
for electricity, which can reduce our ability tdlsexcess generation on the wholesale market, #saweeduce our
profit margin on wholesale sales.
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Parties providing construction materials or service may fail to perform their obligations, which coutl harm
our results of operations, financial condition, andcash flows.

Our construction program calls for extensive exjtenes for capital improvements and additions, udahg the
installation of environmental upgrades, improveragatgeneration, transmission and distributionlitzes, as well
as other initiatives. As a result, we have engaged,will continue to engage, numerous contracatshave
entered into a number of agreements to acquireghessary materials and/or obtain the requiredtizan®n
related services. This exposes us to the riskitiese contractors and other counterparties coilltbfperform. In
addition, some contracts provide for us to assumaeisk of price escalation and availability ofteér metals and
key components. This could force us to enter ifter@ative arrangements at then-current markeepribat may
exceed our contractual prices and cause construdélays. It could also subject us to enforcemetivia by
regulatory authorities to the extent that suchmtre@tor failure resulted in a failure by IPL tongply with
requirements or expectations. Although our agre¢srene designed to mitigate the consequences atieatial
default by the counterparty, our actual exposurg beagreater than these mitigation provisions. Thisld
adversely affect our financial results, and we rhigbur losses or delays in completing construction

We could incur significant capital expenditures tocomply with environmental laws and regulations andsr
material fines for noncompliance with environmentallaws and regulations.

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateion of
hazardous materials; the emission and discharpazrdous and other materials into the environnzamt;the
health and safety of our employees. These lawseguations often require a lengthy and complexess of
obtaining and renewing permits and other governeilentthorizations from federal, state and locahagss. A
violation of these laws, regulations or permits oesult in substantial fines, other sanctions, [erevocation
and/or facility shutdowns. The amount of capitgbenxditures required to comply with environmentaldaor
regulations could be impacted by the outcome oBR&’s NOV described ifitem 7. Management's Discussion
and Analysis of Financial Condition and Result©Opkrations — Environmental Mattetsn which the EPA alleges
that several physical changes to IPL’s generatiatiohis were made in noncompliance with existingremmental
laws. This NOV from the EPA may also result inr@efiwhich could be material.

The combination of existing and expected environaderegulations make it likely that we will tempaitg or
permanently retire several of our existing, prinyacbal-fired, smaller and older generating uniterothe next
several years. These units are not equipped watladivanced environmental control technologies rieemleomply
with existing and expected regulations, and callety make up less than 15% of our net electrigigperation over
the last several years. We are continuing to etalagailable options for replacing this generatiwhich include
modifying one or more of the units to use natuea gs the fuel source, building new units, purcttpekisting
units, joint ownership of generating units, purdéhg®lectricity in the wholesale market, or somenbation of
these options. There is currently an excess ofaigpia the MISO footprint. The net book value b&tunits being
evaluated for retirement and/or refueling was apipnately $97.4 million at December 31, 2011. Ouisien on
which replacement options to pursue will be impadig our review of the EPA’s final National EmissiStandards
for Hazardous Air Pollutants from Coal-and Oil-firElectric Utility Steam Generating Units and Stamt$ of
Performance for Fossil-Fuel-Fired Electric Utilitpdustrial-Commercial-Institutional, and Small trsdrial-
Commercial-Institutional Steam Generating Unit (tbtility MACT” rule), which was released in Decoer
2011, as well as the ultimate timetable for implatagon of the rule. In addition, we expect to aisenvironmental
controls on existing units in order for them to gdynwith the Utility MACT rule. The related capitakpenditures
are estimated to be significant. Please $eerf' 7. Management’s Discussion and Analysis offfemal Condition
and Results of Operations — Capital Requiremer@apital Expendituresfor the estimated impact of HAPS
legislation on our capital expenditures program.Wéelld seek recovery of any operating or capitalesditures
related to air pollution control technology to reduegulated air emissions; however, there carolsssurances
that we would be successful in that regard.

From time to time we are subject to enforcemeribastfor claims of noncompliance with environmeréaVs and
regulations. IPL cannot assure that it will be ®sstul in defending against any claim of nonconmuléa Under
certain environmental laws, we could be held resjida for costs relating to contamination at oustpa present
facilities and at third-party waste disposal sit&& could also be held liable for human exposursuth hazardous
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substances or for other environmental damage. \Wieotassure that our costs of complying with curesd future
environmental and health and safety laws, andiabilities arising from past or future releasesasfexposure to,
hazardous substances will not adversely affecbasiness, results of operations, financial condjtand cash

flows. Please setem 7. Management'’s Discussion and Analysis of Financiahdition and Results of Operations
— Environmental Mattersfor a more comprehensive discussion of environalenatters impacting us.

Regulators, politicians, non-governmental organizabns and other private parties have expressed conte
about greenhouse gas (“GHG"emissions and are taking actions which, in additioto the potential physical
risks associated with climate change, could haveraaterial adverse impact on our consolidated resultef
operations, financial condition and cash flows.

One byproduct of burning coal and other fossil $uislthe emission of GHGs, including carbon dioxfi&0,"). At
the federal, state and regional levels, policiesusrder development or have been developed toateg@HG
emissions, thereby effectively putting a cost othsemissions to create financial incentives to cedhem. In
2011, IPL emitted 16 million tons of G&om our power plants. IPL uses g@mission estimation methodologies
supported by “The Greenhouse Gas Protocol” regpdiandard on GHG emissions. Our {&missions are
calculated from actual fuel heat inputs and fupetZQ emission factors.

Any existing or future federal, state or regioregislation or regulation of GHG emissions couldéavmaterial
adverse impact on our financial performance. Theahémpact on our financial performance will dedem a
number of factors, including among others, the de@mnd timing of GHG emissions reductions requineder any
such legislation or regulations, the price and labdity of offsets, the extent to which market-bdscompliance
options are available, the extent to which we wdaddentitled to receive GHG emissions allowancekont having
to purchase them in an auction or on the open rhariéthe impact of such legislation or regulationour ability
to recover costs incurred through rate increasesharwise. As a result of these factors, our obsbmpliance
could be substantial and could have a material étnga our results of operations.

Legislators, including the U.S. Congress, havénads considered the passage of laws to limit thissomn of

GHGs. It is possible that federal legislation rethto GHG emissions will be considered by Congiredise future.
The EPA is using the Federal Clean Air Act (“CAAY) limit CO, and other GHG emissions, and other measures
are being imposed or offered by individual stategnicipalities and regional agreements, such aMidevestern
Greenhouse Gas Reduction Accord (described belwit¥) the ultimate goal of reducing GHG emissions.

Under EPA regulations finalized in May 2010 (reéetto as the "Tailoring Rule"), the EPA began rating GHG
emissions from certain stationary sources in Jan2@t1. The regulations are being implementedyantsto two
CAA programs: the Title V Operating Permit progrand the program requiring a permit if undergoingaia new
construction or major modifications (referred tales "Prevention of Significant Deterioration" &*SD" program).
Obligations relating to Title V permits include cedkeeping and monitoring requirements. With respe PSD
permits, new construction or modification projetttat result in GHG emissions above certain regoyataresholds
may be required to implement "best available cdérchnology”, or "BACT". The EPA has issued guida on
what BACT entails for the control of GHGs and irdival states are now required to determine whatrotsnare
required for facilities within their jurisdictionnoa case-by-case basis. The ultimate impact of #lering Rule on
our operations cannot be determined at this timethe cost of compliance could be material.

In addition to the Tailoring Rule, the EPA has ammeed it will propose in 2012 GHG New Source Perfance
Standards for new or modified electric generatings,land GHG emission standards for existing glegenerating
units. The ultimate impact of these regulation®anoperations cannot be determined at this timethe cost of
compliance could be material.

In the absence of federal legislation or regulatamrtain states, regions and local authoritiegteveloped GHG
initiatives. In November 2007, the governors bhdis, Indiana, lowa, Kansas, Michigan, Minnesdjo, South
Dakota and Wisconsin and the Premier of Manitobaesdd the Midwestern Greenhouse Gas Reduction Adoord
develop and implement steps to reduce GHG emissiomgoril 2010, the Midwestern Greenhouse Gas R&dn
Accord Advisory Group finalized their recommendatdor a model rule to reach emissions reductiargets and
targeted sectors for GHG reductions in their juddn. These include a recommended reductionHGG
emissions of 20% below 2005 emissions levels byp20Phese recommendations are from the advisonypgomly

16



and have not been endorsed by the respective stapesvinces. If Indiana were to implement theoramended,
or other, GHG targets, the impact on our busirf@ssncial condition and results of operations cduddmaterial.

In addition to government regulators, other grospsh as politicians, environmentalists and othaape parties
have expressed increasing concern about GHG emésgtor example, certain financial institutions d@xpressed
concern about providing financing for facilitiegttwould emit GHGs, which can affect our abilitydlotain capital,
or if we can obtain capital, to receive it on comamly viable terms. In addition, rating agencieay decide to
downgrade our credit ratings based on our GHG éonis®r increased compliance costs which could make
financing unattractive. In addition, environmergebups and other private plaintiffs are activedgldng to bring
private lawsuits against electric utility companiggh the goal of obtaining court orders requiriegluctions in
GHG emissions. One popular legal theory assertezhlsiyonmental groups included the common law thebr
nuisance. However, in June 2011, the U.S. Supremoet@und that the CAA preempted federal comman la
nuisance claims. (Sefmerican Electric Power v. Connectici81 S. Ct. 2527 (2011)). Despite this ruling,
environmental groups will likely seek to pursueasttheories and state law claims to impose GHG samis
reductions. It is impossible to determine whether such lawsuit will have a material adverse eftacbur
consolidated results of operations, financial cbodj and cash flows.

Furthermore, according to the IntergovernmentakPan Climate Change, physical risks from climdtargye
could include, but are not limited to, increasedaffiand earlier spring peak discharge in manyigtaand snow
fed rivers, warming of lakes and rivers, an incesiassea level, changes and variability in preatmn and in the
intensity and frequency of extreme weather evdtttgsical impacts may have the potential to sigaifity affect
our business and operations. For example, extrega¢gher events could result in increased downtindeoperation
and maintenance costs at our electric power geaertacilities and our support facilities. Variat®in weather
conditions, primarily temperature and humidity calgould be expected to affect the energy needsistbmers. A
decrease in energy consumption could decreasewenues. In addition, while revenues would be etquem
increase if the energy consumption of customeneased, such increase could prompt the need fdticuid
investment in generation capacity. Changes ingh@perature of lakes and rivers and changes inptatdn that
result in drought could adversely affect the operet of our fossil-fuel fired electric power geniioa facilities. If
any of the foregoing risks materialize, costs nmyeéase or revenues may decrease and there coalchbterial
adverse effect on our consolidated results of djpers financial condition and cash flows.

In addition to the rules already in effect, regoitgtinitiatives regarding GHG emissions may be enpénted in the
future, although at this time we cannot predichdy, or to what extent such initiatives would affas. Generally,
we believe costs to comply with any regulationslengented to reduce GHG emissions, including thiready
promulgated, would be deemed as part of the cégigowiding electricity to our customers and astswee would
seek recovery for such costs in our rates. Howaw@gssurance can be given as to whether the IUR@pprove
such requests. Please $kem 7. Management’s Discussion and Analysis afaficial Condition and Results of
Operations — Environmental Matter$dr a more comprehensive discussion of environalanatters impacting us.

Commodity price changes may affect the operating ebs and competitive position of our business.

Our business is sensitive to changes in the pficea, the primary fuel we use to produce eleityriand to a
lesser extent, to the changes in the prices ofalagas, purchased power and emissions allowafrcasldition,
changes in the prices of steel, copper and otlenraterials can have a significant impact on owts0Any
changes in coal prices could affect the prices age, our operating costs and our competitivetiposivith
respect to our products and services. While we bapeoximately 85% of our current coal requireméotghe
three-year period ending December 31, 2014 undgrterm contracts, the balance is yet to be pusthaad will
be purchased under a combination of long-term ecotgr short-term contracts and on the spot maPkites can be
highly volatile in both the short-term market andtbhe spot market. Pricing provisions in some aflong-term
coal contracts allow for price changes under certacumstances. We are also dependent on purcipasest, in
part, to meet our seasonal planning reserve mar@msexposure to fluctuations in the price of dedimited
because pursuant to Indiana law, we may applyddUWiRC for a change in our FAC every three monthstover
our estimated fuel costs, which may be above anvbéhe levels included in our basic rates. In addjtwe may
generally recover the energy portion of our puredgsower costs in these quarterly FAC proceedinbgest to a
benchmark (as discussed‘item 7. Management’s Discussion and Analysis ofdficial Condition and Results of
Operations — Regulatory Matters"We must present evidence in each proceedingwbdtave made every
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reasonable effort to acquire fuel and generatauoshmse power or both so as to provide electrtoityur retail
customers at the lowest fuel cost reasonably plessib

We are subject to employee workforce factors thatauld affect our business, results of operations,ffancial
condition, and cash flows.

We are subject to employee workforce factors, idiclg, among other things, loss or retirement of gessonnel
(over 55% of our employees are over the age ofnsihave an average of 24 years of experience)aaidy of
qualified personnel, and collective bargaining agrents with employees who are members of a union.
Approximately 64% of our employees are represehyethe International Brotherhood of Electrical Wers, in
two bargaining units: a physical unit and a cldrteghnical unit. We may not be able to succesgfillin new
personnel as current workers with significant krexige and expertise retire. We also may be unalgatbour
business with qualified personnel in the eventgrificant absenteeism related to a pandemic inggork
stoppages or other workforce issues could affecbasiness, results of operations, financial caowljtand cash
flows.

Economic conditions relating to the asset performage and interest rates of the Employees’ Retiremettlan
of IPL and Supplemental Retirement Plan of IPL (togther, the “Pension Plans”) could materially impactour
results of operations, financial condition, and casflows.

Pension costs are based upon a number of actaasaimptions, including an expected long-term ratetarn on
pension plan assets, level of employer contribstidime expected life span of pension plan beneiésand the
discount rate used to determine the present vdlfigwore pension obligations. Any of these assuonicould
prove to be wrong, resulting in a shortfall of ®ension Plans’ assets compared to pension obligatioder the
Pension Plans. We are responsible for funding aoytfall of Pension Plans’ assets compared to pensi
obligations under the Pension Plans, and a sigmfigicrease in our pension liabilities could miaterimpact our
results of operations, financial condition, andncsws. We are subject to the Pension ProtectionoA 2006,
which requires plans that are less than 100% futaléally fund any funding shortfall in amortizeeMel
installments over seven years, beginning in the géthe shortfall. In addition, we must also cdmite the normal
service cost earned by active participants dutiegolan year. Each year thereafter, if the plandeufunding
increases to more than the present value of thairémg annual installments, the excess is sepgratabrtized
over a hew seven year period.

Please see Note 1Pension and Other Postretirement Benefits’the audited Consolidated Financial Statements
of IPALCO in*“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for further
discussion.

From time to time, we are subject to material litigation and regulatory proceedings.

We may be subject to material litigation, regulgtproceedings, administrative proceedings, settigse
investigations and claims from time to time. Theae be no assurance that the outcome of thesersnaitenot
have a material adverse effect on our businessltses operations, financial condition, and casiwE. Please see
Note 4,“Regulatory Matters”andNote 13,"Commitments and Contingencie$) the audited Consolidated
Financial Statements of IPALCO fitem 8. Financial Statements and SupplementaryaDatcluded in this Form
10-K for a summary of significant regulatory mastand legal proceedings involving us.

Information technology security vulnerabilities coud have a material adverse impact to our reputation
and/or our consolidated results of operations, finacial condition and cash flows.

We require access to sensitive customer data iarttiaary course of business. If a significant lsreaf our
information technology security system occurred, reputation could be adversely affected, custarnefidence
could be diminished, customer information couldubed for identity theft purposes, or we could Hgestt to costs
associated with the breach. In the event of anii sueach, we could be subject to fines and legéins, which
could affect our business, results of operatiangnicial condition, and cash flows.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 1C. DEFINED TERMS

DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in this Form 10-K:

1995B Bonds $40 Million City of Petersburg, IndiaRallution Control Refunding Revenue
Bonds Adjustable Rate Tender Securities SeriesB9®lianapolis Power
& Light Company Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecuNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SecLNotes due May 1, 2018

AES The AES Corporation

ASC Financial Accounting Standards Board Accounsitgndards Codification

BACT Best Achievable Control Technology

CAA Federal Clean Air Act

CAIR Clean Air Interstate Rule

CCB Coal Combustion Byproducts

CCT Clean Coal Technology

CO, Carbon Dioxide

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Atfjusnt

EPA U.S. Environmental Protection Agency

EPAct Energy Policy Act of 2005

Exchange Act Securities Exchange Act of 1934, asrated

FAC Fuel Adjustment Charges

FERC Federal Energy Regulatory Commission

GHG Greenhouse Gas

HAPS Hazardous Air Pollutants

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IURC Indiana Utility Regulatory Commission

kWh Kilowatt hours

MACT Maximum Achievable Control Technology

MISO Midwest Independent Transmission System Operéic.

MW Megawatts

NAAQS National Ambient Air Quality Standards

NERC North American Electric Reliability Corporatio

NOV Notice of Violation

NOy Nitrogen Oxides

Pension Plans Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Pa&vkight Company

RFC ReliabilityFirst Corporation

RSG Revenue Sufficiency Guarantee

RSP AES Retirement Savings Plan

SO, Sulfur Dioxides

Supplemental Retirement Plan Supplemental RetireRlam of Indianapolis Power & Light Company

Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company

20



ITEM 2. PROPERTIES

Our executive offices are located at One Monumére; Indianapolis, Indiana. This facility and ttemainder of
our material properties in our business and opmratare owned directly by Indianapolis Power & LtiGlmmpany.
The following is a description of these materiaigmerties.

We own two distribution service centers in Indiamiggpand the building in Indianapolis which houses customer
service center. We also hold an option through 20Jurchase suitable acreage of land in Switzdr@ounty,
Indiana to use as a potential power plant site.

We own and operate four generating stations. Twibefjenerating stations are primarily coal-fireatiens. The
third station has a combination of units that usal ¢base load capacity) and natural gas and/dpedking
capacity) for fuel to produce electricity. The fdustation is a small peaking station that usesfigad combustion
turbine technology for the production of electiciFor electric generation, the net winter desigpazity is 3,492
MW and net summer design capacity is 3,353 MW. [@ghest summer peak level of 3,139 MW was recoided
August 2007 and the highest winter peak level 872, MW was recorded in January 2009.

Our sources of electric generation are as follows:

Winter Summer
Number of  Capacity Capacity

Fuel Name Units (MW) (MW) Location

Coal Petersburg 4 1,752 1,752 Pike County, Indiana
Harding Street 3 645 639 Marion County, Indiana
Eagle Valley 4 263 260 Morgan County, Indiana
Total 11 2,660 2,651

Gas Harding Street 3 385 322 Marion County, Indiana
Georgetown 2 200 158 Marion County, Indiana
Total 5 585 480

Ol Petersburg 3 8 8 Pike County, Indiana
Harding Street 6 158 133 Marion County, Indiana
Eagle Valley 3 81 81 Morgan County, Indiana
Total 12 247 222

Grand Total 28 3,492 3,353

Net electrical generation during 2011, at the Rbiang, Harding Street, Eagle Valley and Georgetplants,
accounted for approximately 67.9%, 25.0%, 6.9%@&8&bo, respectively, of our total net generation.

Our electric system is directly interconnected wfith electric systems of Indiana Michigan Power @any,
Vectren Corporation, Hoosier Energy Rural ElecB@operative, Inc., and the electric system joiotiyned by
Duke Energy Indiana, Indiana Municipal Power Ageaog Wabash Valley Power Association, Inc. Our
transmission system includes 457 circuit miles4%,800 volt lines and 377 circuit miles of 138,0@ lines. The
distribution system consists of 4,613 circuit milgglerground primary and secondary cables and i864it miles
of overhead primary and secondary wire. Undergrairekt lighting facilities include 747 circuit red of
underground cable. Also included in the systenaatiaal of 143 substations. Depending on the veltagels at the
substation, some substations may be consideredadmitk power substation and a distribution submtaiThe
number of bulk power substations is 73, and thebarmof distribution substations is 122, reflectihg fact that 52
substations are considered both bulk power andhilision substations.

All critical facilities we own are well maintaineth good condition and meet our present needs.e@tiyr our
plants generally have enough capacity to meeteélees of our retail customers when all of our uaitsavailable.
During periods when our generating capacity issufficient to meet our retail demand, we purchasegy on the
wholesale market.
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Mortgage Financing on Properties

The First Mortgage secures first mortgage bondsisdy us. Pursuant to the terms of the First ybae,
substantially all property owned by us is subjeca direct first mortgage lien securing indebtedrafs$965.3
million at December 31, 2011. In addition, IPALC@shoutstanding $800 million of Senior Secured Nuoteish
are secured by its pledge of all of the outstandmmmon stock of IPL.

ITEM 3. LEGAL PROCEEDINGS

Please setem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Environmental Matters,’and Note 4/Regulatory Matters”’and Note 13;Commitments and Contingencie$3 the
audited Consolidated Financial Statements of IPALEMtem 8. Financial Statements and SupplementaryaDat
included in this Form 10-K for a summary of sigodit legal proceedings involving us. We are aldgesu to
routine litigation, claims and administrative predangs arising in the ordinary course of business.

ITEM 4. [REMOVED AND RESERVED]
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS
AND ISSUER PURCHASE OF EQUITY SECURITIES

All of the outstanding common stock of IPALCO ismed by AES, and as a result is not listed for trgdin any
stock exchange.

Dividends

During 2011, 2010 and 2009, we paid dividends t&A&aling $59.2 million, $73.2 million and $70.9lman,
respectively. Future distributions will be deterednat the discretion of the Board of DirectorsRALCO and will
depend primarily on dividends received from IPL andh other factors as the Board of Directors #l€0
deems relevant. Please sdem 7. Management’s Discussion and Analysis afdficial Condition and Results of
Operations — Liquidity and Capital Resourceasf’this Form 10-K for a discussion of limitatioos dividends from
IPL. In order for us to make any dividend paymeat8ES, we must, at the time and as a result dfi simidends,
either maintain certain credit ratings on our seliag-term debt or be in compliance with leverage interest
coverage ratios contained in IPALCO'’s Articles nfdrporation. We do not believe this requiremetritlvé a
limiting factor in paying dividends in the ordinacgurse of prudent business operations.

ITEM 6. SELECTED FINANCIAL DATA

The following table presents our selected const#idiéinancial data which should be read in conjiamctvith our
audited Consolidated Financial Statements andeflaged notes thereto atitem 7. Management’s Discussion and
Analysis of Financial Condition and Results of Gyiems.” The“Results of Operationstiscussion irfltem 7.
Management'’s Discussion and Analysis of Financahdition and Results of Operationaddresses significant
fluctuations in operating data. IPALCO is a whatiywned subsidiary of AES and therefore does notrtegaynings
or dividends on a per-share basis. Other datanthaagement believes is important in understandergls in our
business are also included in this table.

Year Ended December 31,
2011 2010 2009 2008 2007

(In Thousands)
Operating Data:

Total utility operating revenues $ 1,171,928 1,144,903 $ 1,068,081$ 1,079,113% 1,052,627
Utility operating income 152,653 172,438 169,957 181,893 210,418
Allowance for funds used during construction 6,624 6,427 3,632 2,292 7,445

Net income 60,575 79,947 73,768 74,665 125,329
Balance Sheet Data (end of period):

Utility plant — net 2,441,347 2,361,509 2,321,676 2,341,072 2,347,406
Total assets 3,271,652 3,137,980 3,035,345 3,102,411 2,841,941
Common shareholder’s deficit (5,846) (4,730) (9,058) (9,909) (11,238)
Cumulative preferred stock of subsidiary 59,784 59,784 59,784 59,784 59,784
Long-term debt (less current maturities) 1,760,3161,332,353 1,706,695 1,666,085 1,271,558
Long-term capital lease obligations 12 38 28 301 729

Other Data:

Utility capital expenditures 209,851 163,652 115,363 106,906 201,060
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with our audited Consolidated Ficial
Statements and the notes thereto includéttém 8. Financial Statements and SupplementaryaDatf this Form
10-K. The following discussion contains forward#atg statements. Our actual results may differ nitg from
the results suggested by these forward-lookingstahts. Please se€édutionary Note Regarding Forward —
Looking Statemeritsit the beginning of this Form 10-K afilem 1A. Risk Factors.’For a list of certain
abbreviations or acronyms in this discussion,“#leen 1C. Defined Termsincluded in Part | of this Form 10-K.

EXECUTIVE OVERVIEW

The most important matters on which we focus inwating our financial condition and operating penfiance and
allocating our resources include: (i) recurringtéms which have significant impacts on operatingfgrenance such
as: regulatory action, environmental matters, weraéimd weather-related damage in our service ateability to
sell power in the wholesale market at a profit, #redlocal economy; (ii) our progress on perforngimsprovement
strategies designed to maintain high standardevaral operating areas (including safety, enviramade reliability,
and customer service) simultaneously; and (iii) short-term and long-term financial and operatimgtegies. For a
discussion of how we are impacted by regulationemdronmental matters, please 8eiguidity and Capital
Resources — Regulatory Matterahd“Liquidity and Capital Resources — Environmental fiéas” later in this
section andltem 1. Business.”

Weather and weather-related damage in our serviceraa.

Extreme high and low temperatures in our serviea &iave a significant impact on revenues as manyrofetail
customers use electricity to power air conditionetsctric furnaces and heat pumps. The effectieally more
significant with high temperatures than with lownfgeratures as many of our customers use gas hedtusirate,
during the fourth quarter of 2011, when our servaetory experienced a 21% decrease in heatiggegdedays as
compared to the same period in 2010, we experiead&dd.5 million decrease in retail revenues dueltawer
volume of kWh sales. In addition, because extraangperatures have the effect of increasing demaneléatricity,
the wholesale price for electricity generally irases during periods of extreme hot or cold weathdr therefore, if
we have available capacity not needed to serveatail load, we may be able to generate additior@me by
selling power on the wholesale market (see below).

Storm activity can also have an adverse effectusroperating performance. Severe storms often damag
transmission and distribution equipment, which canse power outages, which reduce revenues arehserepair
costs. Storm related operating expenses (primagirs and maintenance) were $1.6 million, $0.8aniand

$1.8 million in 2011, 2010 and 2009, respectively.

Our ability to sell power in the wholesale market &a profit.

At times, we will purchase power in the wholesakrkets, and at other times we will have electrioggation
available for sale in the wholesale market in cotitipa with other utilities and power generatorsuring the past
five years, wholesale revenues represented 5.18@rabtal electric revenues on average. A declinehiolesale
prices can have a significant impact on earningabge most of our nonfuel costs are fixed in thetgkrm and
lower wholesale prices also can result in lower ebale volumes sold. Our ability to be dispatchrethe MISO
market to sell power is primarily impacted by thedtional market price of electricity and our vatéageneration
costs. The amount of electricity we have availdbtevholesale sales is impacted by our retail loceglirements,
our generation capacity and our unit availabilfgom time to time, we must shut generating unitsmto perform
maintenance or repairs. Generally, maintenancehisdiiled during the spring and fall months whenateifor
power is lowest. Occasionally, it is necessarynat sinits down for maintenance or repair duringqees of high
power demand. See alsdjquidity and Capital Resources — Regulatory Madtéor information about our
participation in the MISO that impacts both revesiaad costs associated with our energy servicartotdity
customers. The price of wholesale power in the MiS@ket as well as our variable generating cosideavolatile
and therefore our revenues from wholesale saleflwetnate significantly from year to year. The gleied average
price of wholesale MWhs we sold was $30.45, $31a6@, $26.62 in 2011, 2010 and 2009, respectively.
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Local economy.

The local economy is currently suffering from aomamic slowdown as evidenced by an elevated ungmyat
rate in Indianapolis, Indiana which approximatesnhtional average. During 2011, 41% of our revermagne from
large commercial and industrial customers. Fortdineyears ending 2011, our total retail kWh sabesehgrown at a
compound annual rate of 0.1%. For the 10 yearmgr2gld08, the compound annual rate was 1.2%. Tluiinge
illustrates the impact of the economic recessitease see alstimpact of Weak Economic Conditiongyelow for
further discussion of current economic conditions.

Operational Excellence.

Our objective is to optimize IPL’s performance liee tU.S. utility industry by focusing on seven kegas: safety,
commitment to compliance, customer satisfactiolmalidity (production and delivery), financial perimance (retail
rates and shareholder value), people engagememoamehunity leadership. We set and measure thesetolgs
carefully, balancing them in a way and to a degreessary to ensure a sustainably high level dbpeance in
these areas simultaneously as compared to our. Wermonitor our performance in these areas, aretevh
practical and meaningful, compare performance imesareas to peer utilities. Because people engageme
commitment to compliance and community leadershgpcampany-specific performance goals, they are not
benchmarked.

Our safety performance in 2011 as measured by &ktArecordable incident rate is the best it has been and is
near our goal of top quartile in our industry. tid@ion, both lost work day and severity rates ioyad in 2011
versus 2010 and our severity rate is within thegoartile in our industry. We are committed to dberece in safety
performance and have implemented various programecent years to increase awareness and imprésty sa
policies and practices.

Our customer satisfaction rating, as measured girdlie annual JD Power residential electric surigeiy the top
quartile among our midwestern peer utilities, whighbelieve reflects our relatively low rates, sggaeliability and
a focus on excellence in customer service.

Our performance in production reliability was wotlkan our target in 2011. We experienced an inergaboth our
planned and unplanned outage rates associatedwitheneration plants in 2011 as compared to theiquis two
years. The planned outage increase in 2011 wasplyndue to major generating unit overhauls aePdturg (one
that lasted 65 days on a 545 MW unit and anottarliéisted 86 days on a 232 MW unit) and a 22-déggmuion a
540 MW unit at Petersburg. These planned outagepat of our plan to improve production relialyilit
performance by performing major generating unitrbaels on four of our five largest units over tlextfew years.

Our performance in delivery reliability was bettiean our target in 2011. IPL has the best perfooman the
majority of the delivery reliability metrics compaf to the four other Indiana investor-owned uéftas published
in the most recent IURC reliability report.

Short-term and long-term financial and operating stategies.

Our financial management plan is closely integratét our operating strategies. Our objective isn@intain
stand-alone credit statistics at IPL that are coatga to investment grade credit ratings. Key atspeftour
financial planning include rigorous budgeting amdlgisis, maintaining sufficient levels of liquidignd a prudent
dividend policy at both our subsidiary and holdamgnpany levels. This strategy allows us to remigixille in the
face of evolving environmental legislation and fagpry initiatives in our industry, as well as weadonomic
conditions. This strategy also enabled us to refieeb542.4 million of long-term debt in 2011, dlkanificantly
lower interest rates.

IMPACTS OF CHALLENGING ECONOMIC CONDITIONS

The U.S. and global economies have experiencedfisaymt turmoil, including an economic recessiortigitening
of the credit markets, and significant volatilitythe equity markets since 2008. While there haentsigns of a
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partial recovery in late 2010 and 2011, the timang extent of a full recovery is unknown, and utaiaty still
exists in the U.S. and global economies and thditcaed equity markets. While currently not matetdaour
liquidity or ability to service our debts, we hdween affected by the weak economic conditions waraéfronts.
The following discussion illustrates some of thompacts and the signs of recovery in 2010 and 2011.

There has been a significant decrease in averagkesdie electric prices in our region since thession began,
due primarily to the decline in demand for powed #me decline in market prices of fuel (primarilgtaral gas and
coal). Over the past five years, wholesale revenegesented 5.1% of our total electric revenuaw@rage. A
decline in wholesale prices can have a signific@piact on earnings because most of our nonfues @stfixed in
the short term and lower wholesale prices alsoreanlt in lower wholesale volumes sold. The weidtaeerage
price of wholesale MWhs we sold was $30.45, $31$@8,62, and $48.31 in 2011, 2010, 2009 and 2008,
respectively, which illustrates the sharp declm@009 followed by a partial recovery since thermid/some of the
price recovery was likely driven by economic reagyeve believe much of it was a result of highemded in our
region due to weather.

The economic recession and, to a lesser extentildeemperatures of 2009 led to a 6.1% decreasetail energy
sales volume during 2009 as compared to 2008, weshited in a $49.4 million unfavorable retailwwole variance
in revenues in the comparable periods. While retd#s improved substantially in 2010 and 2011beleve most
of that increase is attributable to favorable weatkVe are generally able to sell excess enertiyeinvholesale
markets; but wholesale prices are typically lovamt retail prices and therefore decreases in dgailand are only
partially mitigated by increased wholesale saldame. We believe demand for energy will continuénrease
over time, but we do not expect it to return to 0évels quickly.

During the years 2011, 2010 and 2009, our PendemsPealized net actuarial gains (losses) of @&aallion),
($22.0 million) and $35.0 million, respectively. @&RB011 net actuarial loss of $88.4 million is coisgal of two
parts (net): (1) $25.8 million of pension assetadal loss is primarily due to the lower than ected return on
assets, and (2) $62.6 million of pension liabiéigtuarial loss is primarily due to a decrease éndiscount rate that
is used to value pension liabilities. Due to pensiocounting rules, the 2011 loss has not impamtedtatement of
income results yet, but will be amortized overttlegt eleven years, which is the estimated averagaining
working lifetime of plan participants. Net periodienefit cost (net of amount capitalized) was $28il8on, $22.1
million and $31.8 million in 2011, 2010 and 2008spectively and is expected to increase to $2@libmin 2012.

The Pension Plans cumulative unrecognized netib$283.1 million as of December 31, 2011 has iaseel over
time primarily due to the long-term declining treinccorporate bond rates, the lower than expeaadnm on assets
during the years 2008 and 2011, and the adoptimewfmortality tables which increased the expebtkefit
obligation due to the longer expected lives ofipgrants, since Financial Accounting Standards Bdsrcounting
Standards Codification (“ASC”) 715 was adopted. Thescognized net loss, to the extent that it eded®% of
the greater of the benefit obligation or the asseilsbe amortized and included as a componemtatfperiodic
benefit cost in future years.

The projected benefit obligation of $679.3 millidess the fair value of assets of $426.4 milliosuits in a funded
status of ($252.9 million) at December 31, 201he Tunding shortfall, which is estimated to be appnately
$135 million as of January 1, 2012, must be funolegt seven years. In addition, normal cost mustuhded each
year. The normal cost is estimated to be about $8lion in 2012, which includes $3 million for pleexpenses.

On a positive note, during 2009 the recession hacffect of halting the rapid inflation on certaaw materials,
including steel, copper and other commodities Weexperienced over the previous few years to thet pvhere
some costs have even declined. Inflation on raverigds remained low in 2010 and 2011, but coulddase in
2012 if demand for these raw materials increaskes@ and other raw materials serve as inputs ty operating
and maintenance processes fundamental to theielatility industry. Lower prices reduce our opémgtand
maintenance costs and improve our liquidity.
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RESULTS OF OPERATIONS

In addition to the discussion on operations bejp@ase see the statistical information table inetLich“Item 1.
Business”of this report for additional data such as kWtesand number of customers by customer class.

Comparison of year ended December 31, 2011 and yeamded December 31, 2010
Utility Operating Revenues

Utility operating revenues increased in 2011 frowa prior year by $27.0 million, which resulted froine following
changes (dollars in thousands):

Percentage
2011 2010 Change Change
Utility Operating Revenues
Retail Revenues $ 1,106,271 $ 1,064559 @ %1,712 3.9%
Wholesale Revenues 43,181 0,964 (17,783) (29.2)%
Miscellaneous Revenues 22,472 19,380 3,092 16.0%
Total Utility Operating Revenues $ 1,171,924  $,144903 $ 27,021 2.4%
Heating Degree Days
Actual 4,912 5,267 (355) (6.7)%
30-year Average 5,519 518
Cooling Degree Days
Actual 1,482 1,619 (137) (8.5)%
30-year Average 1,041 ,041

The increase in retail revenues of $41.7 milliorswae to a 7.2% increase in the weighted average per kWh
sold ($69.1 million), partially offset by a 2.6%aiease in the volume of kWh sold ($22.4 millionjian
nonrecurring charge against retail revenues refkat@dior periods ($5.0 million). The $69.1 milliémcrease in the
weighted average price of kWh sold was primarile ttua $56.8 million increase in fuel revenues. iflceease in
fuel revenues is offset by increases in fuel anmdipased power costs as described below. We bdhev$22.4
million decrease in the volume of electricity salds primarily due to milder temperatures in ouvgerterritory in
2011 (as demonstrated by the decreases in coddigigee days and heating degree days, as shown absewegll as
local economic conditions.

The decrease in wholesale revenues of $17.8 millia® primarily due to a 26.4% decrease in the dtyaoftkWh
sold ($16.1 million), which was primarily due to emcrease in unscheduled outages and major gemg it
overhauls. The decline in the quantity of wholesaMh sales was also impacted by the ability of gemeration to
be dispatched by the MISO at wholesale pricesat@tbove our variable costs. Our ability to bealished in the
MISO market is primarily impacted by the locationadrket price of electricity and variable genenatiosts. The
amount of electricity available for wholesale satesnpacted by our retail load requirements, aemegation
capacity and unit availability.
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Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from 2010 to 2011 (in millions):

2010 Operating Expenses $ 9725
Increase in power purchased 34.7
Increase in fuel costs 11.8
Increase in salaries, wages and benefits 6.9
Increase in contract services 4.4
Decrease in income taxes — net (13.3)
Other miscellaneous variances — individually immiate 2.3

2011 Operating Expenses $ 1,019.3

The $34.7 million increase in purchased power owsis primarily due to a 111% increase in the volafngower
purchased during the period ($40.4 million), priityadue to an increase in unscheduled outages ajdrm
generating unit overhauls. This increase was pigroéfset by a 5% decrease in the market pricpafer
purchased during the period ($5.4 million). Thewoé of power we purchase each period is primanityénced
by our retail demand, our generating unit capaaityt outages and because at times it is less expeiosius to buy
power in the market than to produce it ourselvé® market price of purchased power is influencéaamily by
changes in the market price of delivered fuel (jrifg natural gas), the price of environmental esioiss
allowances, the supply of and demand for elecricihd the time of day in which power is purchased.

The $11.8 million increase in fuel costs is priryadue to (i) a 13% increase in the price per tboaal we
consumed during the comparable periods ($36.2anjlli(ii) increases in the price of oil and gassumed ($3.2
million); and (iii) a $2.4 million increase in defed fuel costs as the result of variances betvesémated fuel and
purchased power costs in our fuel adjustment clsasigd actual fuel and purchased power costs. Thessases
were partially offset by a $30.0 million decreaséhe quantity of fuel consumed due primarily Wezrease in total
electricity sales volume in the comparable peridie.are generally permitted to recover underestchaiel and
purchased power costs to serve our retail custoimdusure rates through the fuel adjustment chameceedings
and, therefore, the costs are deferred and amdritite expense in the same period that our raeadjusted. (See
also“Liquidity and Capital Resources — Regulatory Maste Fuel Adjustment Charge and Authorized Annual
Jurisdictional Net Operating Income.”

The $6.9 million increase in salaries, wages amefis is primarily due to overtime for generatingjt outages.

The $4.4 million increase in contract servicesrimprily due to an increase of $3.7 million in erpes on demand
side management programs versus the comparabtelp&tiese demand side management program experses a
recoverable through retail rates resulting in thegpam expenses being offset by an increase iii ret@nues
through the demand side management program recavecfianism. Losses resulting from reduced sales
attributable to the demand side management progaaensot recovered in retail rates.

The $13.3 million decrease in income taxes — natpvamarily due to a decrease in pretax net opegaticome for
the reasons previously described and, to a legsentethe benefit recorded related to the gradeateases in
enacted Indiana tax rates from 8.5% to 6.5% beg@auly 1, 2012 through July 1, 2015 which areprobable to
cause a reduction in future base customer rates.

Other Income and Deductions

Other income and deductions decreased $5.1 mili@®11 primarily due to a $15.4 million loss onlga
extinguishment of debt in 2011 related to the repase of the $375 million of 8.625% (original conf625%)
Senior Secured Notes due November 14, 2011 (“2PALCO Notes”), including a $14.4 million early teard
premium, and additional contingent loss accrua®22 million in 2011. These decreases were pbridiset by a
$13.3 million gain on sale of our Oatsville coadesve in 2011 (as discussed in Note Bhle of Oatsville Coal
Reservéto the audited Consolidated Financial Statemeft® ALCO in“ltem 8. Financial Statements and
Supplementary Dataincluded in this Form 10-K).
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Interest and Other Charges

Interest and other charges decreased $5.5 millioingl 2011 primarily due to lower interest on lotegm debt due
to the refinancing in May of 2011 of $375 millioh&625% 2011 IPALCO Notes with $400 million of B%
Senior Secured Notes due May 1, 2018 (“2018 IPALNEEeS") and, to a lesser degree, the pay-down 67 il
million of other interest-bearing IPL debt in 20&/ith proceeds from long-term debt issuances atifgigntly lower
interest rates, and the termination of a $40 mmillicterest rate swap by IPL in November 2011 (asutised in Note
10, “Indebtednesgo the audited Consolidated Financial Statemeht® ALCO in “Item 8. Financial Statements
and Supplementary Ddtincluded in this Form 10-K).

Comparison of year ended December 31, 2010 and yezmded December 31, 2009
Utility Operating Revenues

Utility operating revenues increased in 2010 fréwa prior year by $76.8 million, which resulted froie following
changes (dollars in thousands):

Percentage
2010 2009 Change Change
Utility Operating Revenues
Retail Revenues $ 1,064,559 $ 1,000,148 64,411 6.4%
Wholesale Revenues 60,964 0,155 10,809 21.6%
Miscellaneous Revenues 19,380 17,778 1,602 9.0%
Total Utility Operating Revenues $ 1,144,903 4,068,081 $ 76,822 7.2%
Heating Degree Days
Actual 5,267 5,195 72 1.4%
30-year Average 5,519 5,519
Cooling Degree Days
Actual 1,619 968 651 67.3%
30-year Average 1,041 ,041

The increase in retail revenues was due to a 3nc¥ease in the quantity of kWh sold ($32.3 milliamd a 2.6%
increase in the weighted average price per kWh @&34.1 million). The increase in the volume ofotlieity sold
to retail customers in the comparable periods wasaily due to the hotter temperatures in our gerterritory in
2010 as demonstrated by the 67.3% increase inngpdégree days. The increase in the weighted asgmagce of
kWhs sold was primarily due to a $43.0 million iease in fuel revenues, partially offset by an $Miillion
decrease in the base rate charged to our retadroess. The increase in fuel revenues is offsehbreases in fuel
and purchased power costs as described below. 8dreake in the base rates is primarily due to eciirdng block
rate structure, which generally provides for restié and commercial customers to be charged arlperekWh
rate at higher consumption levels. Therefore, &smes increase, the weighted average price per d&¢heases.
Also impacting the decrease in base rates is a&dserin charges to commercial and industrial custefmased on
their peak demand, which was primarily driven bigstantial reductions in operations by two of owrvious ten
largest customers.

The increase in wholesale revenues of $10.8 milkas due to an 18.6% increase in the weighted gegydce per
kWh sold ($9.6 million) and a 2.5% increase indgl@ntity of kWh sold ($1.2 million). The quantitpdprice of
wholesale kWh sales are impacted by the abilityusfgeneration to be dispatched by the MISO at edaié prices
that are above our variable costs and the amougleofricity we have available to sell in the wisalke market. Our
ability to be dispatched in the MISO market is maiity impacted by the locational market price afatficity and
variable generation costs. The amount of elecyrimitailable for wholesale sales is impacted byretail load
requirements, our generation capacity and unitiavitity. We believe the increase in wholesale gsiavas
primarily caused by an increase in demand for wdadéepower and natural gas in the MISO market chbgdhe
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hotter temperatures in the Midwestern United Stat@910 as demonstrated by the 67.3% increasealing
degree days in our service territory during suatioge The increase in wholesale volumes duringctivaparable
periods was primarily due to improved performantew coal fired units resulting in a lower forcedtage rate
and because the higher wholesale market pricetedsn our units being called upon more often.

Utility Operating Expenses

The following table illustrates our primary opengtiexpense changes from 2009 to 2010 (in millions):

2009 Operating Expenses $ 898.1
Increase in fuel costs 80.7
Increase in maintenance expense 16.6
Increase in power purchased 8.8
Decrease in deferred fuel costs (34.6)
Decrease in Pension Plan expenses (net of amoypitelczed) (9.7)
Increase in property tax expense 3.2
Other miscellaneous variances — individually immate 9.4

2010 Operating Expenses $ 9725

The $80.7 million increase in fuel costs is prifyadue to a 26% increase in the price per ton af @& consumed
during the comparable periods ($62.7 million) ar®llZ.9 million increase in the quantity of fuel samed due
primarily to a 3.6% increase in total electriciiess volume in the comparable periods. These ineswere
partially offset by a $34.6 million decrease inate¢d fuel costs as the result of variances betwstmated fuel
and purchased power costs in our fuel adjustmeargels and actual fuel and purchased power costargve
generally permitted to recover underestimated dunel purchased power costs to serve our retail Kes®in future
rates through the fuel adjustment charges procgedind, therefore, the costs are deferred and aewihto
expense in the same period that our rates aretadjuseferred fuel costs are recorded in Fuel eratttompanying
Consolidated Statements of Income. (See ‘dlspuidity and Capital Resources — Regulatory Maste- Fuel
Adjustment Charge and Authorized Annual Jurisdi@idNet Operating Income)”

The $16.6 million increase in maintenance expesgeimarily related to the timing and duration cdjor
generating unit overhauls.

The increase in power purchased was primarily due15.5% increase in the market price of purchaseder
($7.4 million) and a 14.4% increase in the volurhpawer purchased during the period ($6.0 milliggrtially
offset by a $4.6 million decrease in capacity pasds, primarily due to lower capacity prices. Tokeime of power
we purchase each period is primarily influenceabiyretail demand, our generating unit capacity @umages and
because at times it is less expensive for us tgpower in the market than to produce it ourselFé® market price
of purchased power is influenced primarily by chesiqy the market price of delivered fuel (primarigtural gas),
the price of environmental emissions allowances stipply of and demand for electricity, and thestimh day in
which power is purchased.

Pension expense (net periodic benefit cost — natrafunt capitalized) for our defined benefit Pengitans
decreased from $31.8 million in 2009 to $22.1 mwillin 2010. This decrease was primarily due to.& $3llion
increase in the expected return on plan asseta dedrease of $4.4 million in recognized actudoss. Both of
these favorable variances are primarily the resfuthie approximately $47 million actuarial gainnmarket value of
our pension assets in 2009, which is being amattEmminst expense over 11 years in accordanceagithunting
principles generally accepted in the United StafeSmerica. Pension expense is included in Otherating
expenses in the accompanying audited ConsolidasdrBents of Income. During 2010, we experiencedta
actuarial loss of $22 million in the Pension Plass result of decreasing the discount rate usedlte pension
liabilities, partially offset by our Pension Plassats performing above the expected rate of returimg 2010.
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The increase in property tax expense was primdriyto adjustments recorded in 2009 that reducpdrese
relating to 2008 taxes payable in 2009, as a re$tiaving updated information regarding assesséueg and tax
rates that was not available to us in 2008.

Other Income and Deductions

Other income and deductions increased from incoi$24.3 million in 2009 to income of $26.1 milliém 2010
reflecting an increase of $1.8 million, or 7.4%isTimcrease was primarily due to a $2.0 millionrease in the
allowance for equity funds used during constructiera result of increased construction activity.

Interest and Other Charges

Interest and other charges decreased $2.0 millioingl 2010 primarily due to our refinancing of $18illion of
auction rate securities to a fixed rate of 4.9%une of 2009 ($0.9 million), and a $0.8 millionrease in the
allowance for borrowed funds used during constaucéis a result of increased construction activity.

LIQUIDITY AND CAPITAL RESOURCES
Overview

As of December 31, 2011, we had unrestricted cadtcash equivalents of $27.3 million. As of Decentiig
2011, we also had available borrowing capacityl&47 million under our $250.0 million committed/odving
credit facilities after outstanding borrowings, stiig letters of credit and liquidity support ftiet$40.0 million

City of Petersburg, Indiana Pollution Control Refing Revenue Bonds Adjustable Rate Tender Secui®®5B
Series (Indianapolis Power & Light Company Projeedyiable rate, due 2023 (“1995B Bonds”). In Fetop012,
the committed revolving credit facility was amendectliminate the portion of the facility dedicatediquidity
support for the 1995B Bonds following the NovemB@11 refinancing of the 1995B Bonds and to increhse
portion of the facility dedicated to borrowings datters of credit by the same amount, resultingdrchange in the
total amount of the committed revolving credit figi

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBh&at-
term indebtedness must be approved by the FERChae approval from FERC to borrow up to $500 rmillaf
short-term indebtedness outstanding at any timmugir July 27, 2012. As of December 31, 2011, we latsre
remaining authority from the IURC to, among oth@ngs, issue up to $135 million in aggregate ppatamount
of long-term debt and refinance up to $110 milliorexisting indebtedness through December 31, 28idto have
up to $250 million of long-term credit agreements &quidity facilities outstanding at any one tinw¢e also have
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andirfgncial
covenant restrictions under our existing debt @blans. We do not believe such restrictions willdbamiting factor
in our ability to issue debt in the ordinary couo$g@rudent business operations.

We believe that existing cash balances, cash gekeftmm operating activities and borrowing capaoit our
committed credit facilities will be adequate foe tforeseeable future to meet anticipated operatipgnses,
interest expense on outstanding indebtedness riegwapital expenditures and to pay dividends ESASources
for principal payments on outstanding indebtedmessnonrecurring capital expenditures are expeotba
obtained from: (i) existing cash balances; (ii)icgenerated from operating activities; (iii) boriog/capacity on
our committed credit facilities; and (iv) additidrigebt financing. In addition, due to the uncertaiof future
environmental regulations, it is possible, but certain, that equity capital may also be usedfas@ing source.

In August 2011, the Internal Revenue Service isReekenue Procedure 2011-43, which provides a safeoh
method of tax accounting for electric transmissiod distribution property. In December 2011, therimal
Revenue Service published regulations (T.D. 9564lpu Internal Revenue Code Section 263(a) on tHaalion
and capitalization of expenditures related to thlegproperty with an effective date of Januarydl2 We are
evaluating the application of these tax provisiaich may significantly change the timing of futuneome tax
payments by IPALCO and its subsidiaries.
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Historical Cash Flow Analysis

Our principal sources of funds in 2011 were nehqasvided by operating activities of $183.1 mifliand net
borrowings of $89.4 million. Net cash provided kpeaating activities is net of cash paid for inté&s$108.5
million and pension funding of $37.3 million. Nessh provided by operating activities in 2011 wa3.$ million
less than in 2010 primarily due to lower earnireg$12.6 million interest rate swap termination pagtrand other
net changes in working capital. The principal usiefginds in 2011 included capital expenditures 20%.9 million,
dividends to AES of $59.2 million and asset remats of $14.9 million, which are included @dsh Flows
From Investing Activities — Othen the accompanying Consolidated Statements di Efasvs.

Our principal source of funds in 2010 was net gaslvided by operating activities of $220.5 millidvet cash
provided by operating activities is net of castddar interest of $113.5 million and pension furgliof $28.7
million. Net cash provided by operating activitia®2010 was $21.2 million less than in 2009 prifyadue to
changes in our accounts receivable portfolio anfig&aé million increase in pension funding. The pifi@l uses of
funds in 2010 included capital expenditures of $I68illion and dividends to AES of $73.2 million.

Our principal source of funds in 2009 was net qaslvided by operating activities of $241.7 millidvet cash
provided by operating activities is net of castddar interest of $115.3 million and pension furglof $20.1
million. Net cash provided by operating activitiss2009 was $57.9 million more than in 2008 priryadiue to a
decrease in pension funding of $36.6 million arelchange in deferred fuel of $21.7 million. At #red of 2008,
we had an asset for under recovered fuel costd@mPdmillion and at the end of 2009, we had a lighfior the over
collection of fuel costs of $8.2 million. The pripal uses of funds in 2009 included capital expemds of $115.4
million, dividends to AES of $70.9 million, and regbt repayments of $12.7 million.

Capital Requirements
Capital Expenditures

Our construction program is composed of capitakaxitures necessary for prudent utility operatiand
compliance with environmental laws and regulati@sng with discretionary investments designecefdace
aging equipment or improve overall performance. Eapital expenditures totaled $209.9 million, $Z6illion,
and $115.4 million in 2011, 2010 and 2009, respebti Construction expenditures in 2011, 2010 ab@2were
financed with internally generated cash provideapgrations, borrowings on our credit facility, ¢eterm
borrowings and federal grants for IPL's Smart EgePgojects.

Our capital expenditure program, including develeptand permitting costs, for the three year pe2iot2-2014 is
currently estimated to cost approximately $402ianllexcluding environmental compliance. It includes
approximately $221 million for additions, improvenie and extensions to transmission and distriblinas,
substations, power factor and voltage regulatingpmgent, distribution transformers, street lightfagilities and
Smart Energy Projects. The capital expenditure ramgalso includes approximately $153 million fomgo plant
related projects and $28 million for other miscedlaus equipment.

We currently are reviewing the impact of the newitytMACT regulation and estimate additional cagbit
expenditures related to this rule for environmeatadtrols for our baseload generating units tofggaximately
$500 million to $900 million through approximateéd®16. This estimate is for Utility MACT expenditsrenly and
could be impacted by the outcome of the EPA’s N@W ather pending legislation and regulations. Tihava
estimates do not include any cost for new generdhiat may be required when existing units areaétiPlease see
“Environmental Matters — Utility MACT'for more details.
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Contractual Cash Obligations

Our non-contingent contractual obligations as ofémber 31, 2011 are set forth below:

Payment due

LessThanl 1-3 3-5 More Than
Total Year Years Years 5 Years
(In Millions)
Long-term debt $1,765.3 $ - $110.0 $531.9 $1,123.4

Capital lease obligations - - - - -
Operating lease obligations - - - - -

Interest obligatiortd 1,216.5 103.9 195.9 164.2 752.5
Purchase obligatior8:

Coal, gas, purchased power and

related transportation 1,820.3 364.2 454.6 103.7 897.8

Other 39.4 7.8 14.9 12.5 4.2
Pension Fundirfg 47.8 47.8 - - -
Totaf® $4,889.3 $523.7 $775.4 $812.3 $2,777.9

()

(@)

3)

(©)

Represents interest payment obligations relatéicdte¢d and variable rate debt. Interest relatedagable rate debt is calculated using
the rate in effect at December 31, 2011.

Does not include purchase orders or normal purehfaseyoods or services: (1) for which there isaeb an enforceable contract; or
(2) which does not specify all significant term;luding fixed or minimum quantities. Also, doeg imzluded contractual
commitments that can be terminated by us withonajte on notice of 90 days or less.

IPL is required to fund approximately $47.8 millidaring 2012. However, IPL may decide to contribmiare than $47.8 million to
meet certain funding thresholds. For years 2013tlaebafter, our contractual obligation for pendiamding can fluctuate due to
various factors. Please sdeehsion Fundingbelow and Note 12'Pension and Other Postretirement Benefits"the audited
Consolidated Financial Statements of IPALCOltam 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K

for further discussion.
Does not include an uncertain tax liability of $&lion (tax and related interest) as of Decenifer2011 because it is not possible
to determine in which future period or periods ti&t non-current income tax liability for uncertééx positions might be paid.

Dividend Distributions

All of IPALCO'’s outstanding common stock is held AS. During 2011, 2010 and 2009, we paid $59.#anil

$73.2 million, and $70.9 million, respectively,dividends to AES. Future distributions will be deténed at the

discretion of our board of directors and will deggmimarily on dividends received from IPL. Dividisfrom IPL
are affected by IPL’s actual results of operatidimgncial condition, cash flows, capital requirerts regulatory

considerations, and such other factors as IPL'schofdirectors deems relevant.

Pension Plans

We contributed $37.3 million, $28.7 million, and®2 million to the Pension Plans in 2011, 2010, 209,
respectively. Funding for the qualified EmployeRBgtirement Plan of Indianapolis Power & Light Compa
(“Defined Benefit Pension Plan”) is based upon ag#lly determined contributions that take into@aut the
amount deductible for income tax purposes and tingmmm contribution required under Employee Retiegin
Income Security Act of 1974, as amended by the iBeri&rotection Act of 2006, as well as targetedifog levels
necessary to meet certain thresholds. Managemestrda currently expect any of the pension asedis treturned
to us during 2012.

From a funding perspective, IPL’s funding targabllity shortfall was estimated to be approximat®ls5 million
as of January 1, 2012. The shortfall must be furmed seven years. In addition, IPL must also doute the
normal cost earned by active participants durimgpian year. The funding normal cost is expectdattabout $8.7
million in 2012, which includes $3.0 million forgm expenses. Each year thereafter, if the plarderiunding
increases to more than the present value of thainémg annual installments, the excess is sepgratabrtized
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over a new seven year period. IPL is required tal fapproximately $47.8 million during 2012, whicttludes the
$8.7 million referenced above. However, IPL mayideto contribute more than $47.8 million to mesttain
funding thresholds. IPL’s funding policy for therid@n Plans is to contribute annually no less tharminimum
required by applicable law, and no more than thgimam amount that can be deducted for federal irectarn
purposes.

Benefit payments made from the Pension Plans #oyéars ended December 31, 2011, 2010 and 2009%28r@
million, $29.7 million, and $28.5 million, respegtiy.

See alsdCritical Accounting Policies - Pension Costs” amdbte 12,“Pension and Other Postretirement Benefits”
to the audited Consolidated Financial StatementBAECO in“Item 8. Financial Statements and Supplementary
Data” included in this Form 10-K for further discussioiiPension Plans.

Capital Resources

IPALCO is a holding company, and accordingly subtiédly all of its cash is generated by the opag#ctivities
of its subsidiaries, principally IPL. None of itgtssidiaries, including IPL, is obligated under aslguaranteed to
make payments with respect to the $400 million.86% Senior Secured Notes due April 1, 2016 (“2R4&LCO
Notes”) or the 2018 IPALCO Notes, however, allBfls common stock is pledged to secure these notes.
Accordingly, IPALCO'’s ability to make payments dret2016 IPALCO Notes and the 2018 IPALCO Notes
depends on the ability of IPL to generate cashdisttibute it to IPALCO.

While we believe that our sources of liquidity wik adequate to meet our needs, this belief isdb@asa number of
material assumptions, including, without limitati@ssumptions about weather, economic conditiams¢i@dit
ratings and those of AES and IPL, regulatory casts, environmental regulation and pension ohliget If and

to the extent these assumptions prove to be inatgusur sources of liquidity may be affected. Mwer, changes
in these factors or in the bank or other creditkatr could reduce available credit or our abilityénew existing
credit or liquidity facilities on acceptable terni$ie absence of adequate liquidity could adveraggct our ability
to operate our business, and our results of opastfinancial condition, and cash flows.

Indebtedness
Line of Credit

In December 2010, IPL entered into a $250 milliosecured revolving credit agreement, as discussiidte 10,
“Indebtedness — Line of Créllib the audited Consolidated Financial Statemeft®ALCO in “Item 8. Financial
Statements and Supplementary Datais credit agreement originally included twaifdies: (i) a $209.4 million
committed line of credit for letters of credit, worg capital and general corporate purposes apd $40.6 million
liquidity facility, which was dedicated for the sgburpose of providing liquidity for certain varialvate unsecured
debt issued on behalf of IPL. As a result of thev@aber 2011 IPL financing activity described beltig credit
agreement was amended in February 2012 to elimihat$40.6 million liquidity facility and to increa the
committed line of credit for letters of credit, Wwarg capital and general corporate purposes bgdinge amount
resulting in one facility in the amount of $250 loih.

IPALCQO'’s Senior Secured Notes

In May 2011, IPALCO completed the sale of the 2(A8LCO Notes pursuant to Rule 144A and Regulation S
under the Securities Act of 1933, as amended. Di8 PPALCO Notes were issued pursuant to an Inderdated
May 18, 2011, by and between IPALCO and The BanKa# York Mellon Trust Company, N.A., as trustee.
These notes were subsequently exchanged for neas wath identical terms and like principal amoumthjch

were registered with the Securities and Exchangar@igsion pursuant to a registration statement amr-4
made effective in November 2011. In connection whik issuance, IPALCO conducted a tender offeepurchase
for cash any and all of IPALCO’s then outstandi2@11 IPALCO Notes. As a result, IPALCO no longes ha
indebtedness with an interest rate that changesodeteanges in its credit ratings. AdditionallyAIECO no longer
has any debt with financial ratio maintenance cawmst although its articles of incorporation conério contain
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the same financial ratios restricting dividend pawts and intercompany loans to AES as were inclirdéte 2011
IPALCO Notes.

The 2018 IPALCO Notes were priced to the publie&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. These costs and other related finanaistsare being
amortized through 2018 using the effective intemsthod. We used the net proceeds to repurchaséth
outstanding 2011 IPALCO Notes through the tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeradated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1fillion was included as a separate line item wit@ither Income
and Deductions in the accompanying audited Coretgldi Statements of Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratatiiyPALCO’s existing senior secured notes. IPALBas
entered into a Pledge Agreement Supplement withBamk of New York Mellon Trust Company, N.A., as
Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor Collatége#nt dated November 14, 2001.

IPL First Mortgage Bonds and Recent Indiana Finakuhority Bond Issuances

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipaiunt of $40.0 million of 3.875% Environmentathities
Refunding Revenue Bonds Series 2011B (Indianapaiiger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfiref mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adteg 5.75% IPL first mortgage bonds, and for thastruction,
installation and equipping of pollution control figees, solid waste disposal facilities and indiedtdevelopment
projects at IPL’s Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering vagrproximately $138.2 million, after deducting thitial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the follgnonitstanding indebtedness, including redempti@mprms of
$1.6 million and to pay related fees and expenses:

»  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti€@H $eries (Indianapolis Power & Light Company
Project), variable rate, due 2023;

«  $20.0 million aggregate principal amount of they@it Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series (Indianapolis Poweightit Company Project), 5.90% Series, due 2024;

«  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series (Indianapolis Power & Light @any Project), 5.95% Series, due 2029;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series (Indianapolis Power & Light CampProject), 6.375% Series, due 2029; and

* $17.35 million aggregate principal amount of thdidma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998idhapolis Power & Light Company Project), 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds ivelNtder 2011.
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Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéorrow
money or refinance existing indebtedness are affiloy our credit ratings. In addition, the appliesibterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditrrgs of AES could result in IPL’s and/or IPALCO’sedit ratings
being downgraded.

The credit ratings of IPALCO and IPL as of Febru24y 2012 are as follows:

Moody’s S&P Fitch

IPALCO Issuer Rating/Corporate Credit

Rating/Long-term Issuer Default Rating - BBB- BB
IPALCO Senior Secured Notes Bal BB+ BBB-
IPL Issuer Rating/Corporate Credit Rating/Long-

term Issuer Default Rating Baa2 BBB- BBB-
IPL Senior Secured A3 BBB BBB+
IPL Senior Unsecured Baa2 BBB- BBB

We cannot predict whether our current credit ratiogthe credit ratings of IPL will remain in eftdor any given
period of time or that one or more of these ratiwidknot be lowered or withdrawn entirely by airgt agency. A
security rating is not a recommendation to buy,@ehold securities. Such ratings may be subjecevision or
withdrawal at any time by the assigning rating migation, and each rating should be evaluated ied@gntly of
any other rating.

Dividend and Capital Structure Restrictions

IPL’s mortgage and deed of trust and its amendedes of incorporation contain restrictions on 1®hbility to
issue certain securities or pay cash dividenddo&pas any of the several series of bonds of #8ued under its
mortgage remains outstanding, and subject to ceetaieptions, IPL is restricted in the declaradod payment of
dividends, or other distribution on shares of @pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratefn the mortgage, after December 31, 1939. Timuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 31,,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made atsIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsehdpart for payment.

IPL is also restricted in its ability to pay diviutgs if it is in default under the terms of its atddcility, which could
happen if IPL fails to comply with certain covergmrithese covenants, among other things, requirédPhaintain
total debt to total capitalization not in exces®@5 to 1, in order to pay dividends. As of Decenmbl, 2011 and as
of the filing of this report, IPL was in complianeéth all financial covenants and no event of défauisted.

IPL’'s amended articles of incorporation also regtiivat, so long as any shares of preferred starkuatstanding,
the net income of IPL, as specified in the artickesat least one and one-half times the totatésteon the funded
debt and the pro forma dividend requirements orothistanding, and any proposed, preferred stoakréeny
additional preferred stock is issued. IPL's morigagd deed of trust requires that net earningalaslated
thereunder be at least two and one-half timestheal interest requirements before additional bazstsbe
authenticated on the basis of property additiossoffDecember 31, 2011, these requirements wouldhaterially
restrict IPL’s ability to issue additional prefedrstock or first mortgage bonds in the ordinaryrsewof prudent
business operations.
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Related Party Transactions

We participate in a property insurance programliictv we buy insurance from AES Global Insurance gany, a
wholly-owned subsidiary of AES. We are not selftirexl on property insurance with the exception $5 amillion
self-insured retention per occurrence. We do nolydasurance on transmission and distribution @ssehich are
considered to be outside the scope of propertyamse. AES and other AES subsidiaries also padieim the
AES global insurance program. We pay premiums fooliy that is written and administered by a thpetty
insurance company. The premiums paid to this théndy administrator by the participants are depasiihto a trust
fund owned by AES Global Insurance Company, butrotlad by the third party administrator. This tréisnd pays
aggregate claims up to $30 million. Claims abowe®B0 million aggregate will be covered by sepairsdarance
policies issued by a syndicate of third party easi These policies provide coverage of $1 bilpen occurrence.
The cost to us of coverage under this program wpsoximately $3.2 million, $4.0 million, and $3.9lkion in
2011, 2010, and 2009, respectively, and is recom€xther operating expenses on the accompanyimg@idated
Statements of Income. As of December 31, 2011 8d0,2ve had prepaid approximately $1.5 million &&d7
million, respectively, which is recorded in Prepants and other current assets on the accompanyingodated
Balance Sheets.

We are party to an agreement with Health and WeBanefit Plans LLC, an affiliate of AES, to paipiate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healttld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhger payments. We believe that, though our inswaosts will
likely continue to rise, cost savings can be realithrough participation in this group benefitsgyeon with AES.
The cost of coverage under this program, was appaigly $22.6 million, $21.0 million, and $20.5 fh in

2011, 2010 and 2009, respectively, and is recoi€xther operating expenses on the accompanyingdlidated
Statements of Income. As of December 31, 2011 8d0,2ve had prepaid approximately $2.1 million 2B
million, respectively, for coverage under this plauich is recorded in Prepayments and other ctieresets on the
accompanying Consolidated Balance Sheets.

AES files federal and state income tax returns tisiznsolidate IPALCO and its subsidiaries. Und&xasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanade
records the provision for income taxes using arsgpaeturn method. IPALCO had a receivable/(pagjabhlance
under this agreement of $(2.4) million and $6.0ionlas of December 31, 2011, and 2010, respegtivel

During 2011, 2010, and 2009, some of IPL’s non-nr@mployees received benefits under the AES Long-te
Compensation Plan, a deferred compensation progrhimtype of plan is a common employee retentoarh tised
in our industry. Benefits under this plan are gedrith the form of performance units payable in casth AES
restricted stock units. All such components veshirds over a three year period and the terme@®ES restricted
stock units issued prior to 2011 also include a y&ar minimum holding period after the awards vestards
made in 2011 and for subsequent years will notubgest to a two year holding period. In additidme performance
units payable in cash are subject to certain AB®peaance criteria. Total deferred compensatioreese recorded
during 2011, 2010 and 2009 was $1.2 million, $1ilion and $1.4 million, respectively and was ing&d in Other
operating expenses on the accompanying Consoligisgdments of Income. The value of these berisfiieing
recognized over the 36 month vesting period andragm is recorded as miscellaneous deferred gedth the
remainder recorded as paid in capital on IPALCQin$dlidated Balance Sheets in accordance with ABRC 7
“Compensation — Stock Compensation.”

See alsdThe AES Retirement Savings Plaimtluded in Note 12|Pension and Other Postretirement Benefits’

the audited Consolidated Financial Statements ALGO for a description of benefits awarded to IRhpdoyees
by AES under the AES Retirement Savings Plan.
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REGULATORY MATTERS
General

IPL is a regulated public utility principally engadyin providing electric service to the Indianapatietropolitan
area. As a regulated entity, we are required tacas®@in accounting methods prescribed by regutdiodies which
may differ from accounting methods required to beduby nonregulated entities.

An inherent business risk facing any regulated ipultllity is that of unexpected or adverse reguigtaction.
Regulatory discretion is reasonably broad in Indjas it is elsewhere. We attempt to work coopezhtiwith
regulators and those who participate in the regmfgtrocess, while remaining vigilant in protectimgasserting our
legal rights in the regulatory process. We takaetive role in addressing regulatory policy issinethie current
regulatory environment. Additionally, there is iaased activity by environmental regulators. ($&®/ironmental
Matters.”)

Basic Rates and Charges

Our basic rates and charges represent the largegtanent of our annual revenues. Our basic ratslaarges are
determined after giving consideration, on a pravambasis, to all allowable costs for ratemakingppees including
a fair return on the fair value of the utility peay used and useful in providing service to cugtanThese basic
rates and charges are set and approved by the #8Cpublic hearings. Such proceedings, which lwaeairred at
irregular intervals, involve IPL, the Indiana Ofiof Utility Consumer Counselor, and other intezdsttakeholders.
Pursuant to statute, the IURC is to conduct a pgéericeview of the basic rates and charges of diiana utilities at
least once every four years, but the IURC has thieagity to review the rates of any Indiana utilitiyany time.
Once set, the basic rates and charges authorizedtdssure the realization of a fair return onfétevalue of
property. Our basic rates and charges were lagstad] in 1996. Our declining block rate structuzaagally
provides for residential and commercial customeiset charged a lower per kWh rate at higher con§omfevels.
Therefore, as volumes increase, the weighted aggrage per kWh decreases. Numerous factors inojdiut not
limited to, weather, inflation, customer growth arghge, the level of actual operating and mainteman
expenditures, capital expenditures including thresgiired by environmental regulations, fuel cogéserating unit
availability and purchased power costs, can affeztreturn realized.

Fuel Adjustment Charge and Authorized Annual Jictszhal Net Operating Income

IPL may apply to the IURC for a change in IPL’sIfabarge every three months to recover IPL’s estiohéuel
costs, including the energy portion of purchaseggyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegpawboth so as to provide electricity to its letastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electfitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measunedees, exceeds a utility’s authorized annudddiictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagainst which
the excess rolling twelve month jurisdictional nperating income can be offset.

In IPL’s fourteen most recently approved FAC filin@gFAC 81 through 94), the IURC found that IPL'ding
annual jurisdictional retail electric net operatingome was lower than the authorized annual jigiahal net
operating income. FAC 94 includes the twelve moetided October 31, 2011. In IPL's FAC 76 througHi&@gys,
the IURC found that IPL’s rolling annual jurisdictial retail electric net operating income was gretitan the
authorized annual jurisdictional net operating imeo Because IPL has a cumulative net operatingieco
deficiency, it has not been required to make custamfunds in its FAC proceedings. However, |PL i@viously
offered voluntary credits to its customers to attapcerns raised by the IURC regarding IPL’s lefedarnings.
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Purchased power costs below an established benklar@apresumed to be recoverable fuel costs. Thertu
benchmark is based on natural gas prices. Purclpaseer costs over the benchmark not recovered &om
customers have not had a material impact on outtsesf operations, financial condition, or caghwi to date.

Environmental Compliance Cost Recovery Adjustmi&@CRA")

IPL may apply to the IURC for approval of a ratgustinent known as the Environmental Compliance Cost
Recovery Adjustment (“ECCRA”) every six months ézover costs to install and/or upgrade CCT equipnidre
total amount of IPL’s CCT equipment approved for@®A recovery as of December 31, 2011 was $615.4omil
The jurisdictional revenue requirement that wasraygd by the IURC to be included in IPL’s ratestloe six
month period from September 2011 through Febru@fiy®avas $48.5 million.

The EPA released the final Utility MACT rule in De=ober 2011 to address HAP emissions from certaictrid
generating power plants, including mercury, asudised in ‘Environmental Matters — Utility MACT We had
suspended our plan to install the mercury emissiemsitoring equipment until the finalization of thkility MACT
rule and are now in the process of determining wbgroceed with the installation of such equipnentvell as
what other equipment is necessary to comply wighfitmal rule. The cost of compliance with such dagans could
be material and could adversely affect our businessh flows and results of operations. We may seedvery of
any operating or capital expenditures relatedtpaliution control technology to reduce regulaéé&demissions;
however, there can be no assurances that we wewddressful in that regard.

During the years ended December 31, 2011, 201@a08, we made $64.4 million, $53.1 million, and &1
million, respectively, in CCT expenditures. The ardy of such costs are recoverable as a restlie@ECCRA
filings described above.

Demand-Side Management and IPL’s Smart Energy Broje

In 2004, the IURC initiated an investigation to ewae the overall effectiveness of Demand Side Manant
(“DSM”) programs throughout the State of Indiana &m consider any alternatives to improve DSM penfance
statewide. On December 9, 2009, the IURC issuedraefic DSM Order that found that electric utilitsject to
its jurisdiction must meet an overall goal of anruast-effective DSM programs that reduce retailtkgdles (as
compared to what sales would have been exclude@®M programs) of 2% per year by 2019 (beginningd10
at 0.3% and growing to 2.0% in 2019, and subjecettain adjustments). The IURC also found that all
jurisdictional electric utilities have to particiigain five initial, statewide core DSM programs,ighwill be
administered by a third party administrator. Consdly, our DSM spending, both capital and opeggatill
increase significantly going forward, which wilkély reduce our retail energy sales and the assocravenues.

Prior to the issuance of the Generic DSM Order, fileld a petition seeking relief for substantive @ $rograms.
IPL proposed a DSM plan to be considered in twosphaThe first phase (Phase 1) sought recoverydditional-
type DSM programs such as residential home weatt@n and energy efficiency education programg MHRC
issued an Order in February 2010 that approvegrbgrams included in IPL's Phase | request. In afdito IPL’s
recovery of the direct costs of the DSM prograre, @rder also included an opportunity for IPL toeige
performance based incentives. The second phassgPhaought recovery for “Advanced” DSM prograamsi
was coincident with IPL’s application for a smaridgfunding grant from the Department of EnergyeAdvanced
DSM programs included an Advanced Metering Infiasire communication backbone as well as two-watgrae
and home area network devices for certain of IRUStomers. In February 2010, the IURC issued aeiQtht
approved IPL’s Phase Il program, but denied IPe&uest to timely recover its expenditures. Insté&id would
need to seek recovery of the costs incurred unsi&hase Il program during its next basic rate paseeeding.

In October 2010, IPL filed a petition with the IURG approval of its plan to comply with the [IURGZeneric
DSM Order. In November 2011, IPL received apprdrah the IURC for a new three-year DSM budget fatal
$63.1 million that includes the opportunity for flemance based incentives.

In 2010, IPL was awarded a smart grid investmeaigior $20 million as part of its $48.9 million 8mEnergy

Project (including smart grid technology), whicHlwirovide its customers with tools to help themrmefficiently
use electricity and upgrade IPL’s electric deliveygtem infrastructure. Under the grant, the U.&dtment of
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Energy is providing nontaxable reimbursements toft® up to $20 million of capitalized costs assded with
IPL's Smart Energy Project. These reimbursemem$aing accounted for as a reduction of the capilSmart
Energy Project costs. Through December 31, 201hawve received total grant reimbursements of $a8litbn
since the 2010 project inception.

Tree Trimming Practices Investigation

In February 2009, an IPL customer filed a complalaiming our tree trimming practices were unreadie and
expressed concerns with language contained inaoifir that addressed our tree trimming and treeoneahrights.
Subsequently, the IURC initiated a generic invesdtam into electric utility tree trimming practicaad tariffs in
Indiana. In November 2010, the IURC issued an oirdéite investigation, which imposed additionaluiegments
on the conduct of tree trimming. The order includegluirements on utilities to provide advance custonotice
and obtain customer consent or additional easenfemtisting easements and rights of way are insigffit to
permit pruning in accordance with the required stdustandards or in the event that a tree wouddinie have
more than 25% of its canopy removed. The orderdilsxted that a rulemaking would be initiatedualier
address vegetation management practices.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in cas# emergency or public safety, utilities may,heiit customer
consent, remove more than 25% of a tree or trinobéexisting easement or right of way boundariagioedy the
situation. The IURC is currently in the procespadmulgating formal rules to implement the ordere @hd other
interested parties are participating in this rulkim@ process. It is not possible to predict thecouate of the
rulemaking process, but this could adversely impactdistribution reliability and significantly inease our
vegetation management costs and the costs of defpadr vegetation management program in litigatishich
could have a material impact on our consolidatedrfcial statements.

Wind Power Purchase Agreements

We are committed under a power purchase agreem@uoirthase approximately 100 MW of wind generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind generatedtgtity for 20 years from a project in Minnesotehich
began commercial operation in October 2011. We harieority from the IURC to recover the costs foththof
these agreements through an adjustment mechanismiatéred within the FAC.

MISO Real Time Revenue Sufficiency Guarantee

The MISO collects Revenue Sufficiency GuaranteeS@GR) charges from market participants to pay faregation
dispatched when the costs of such generation danecovered in the market clearing price. Overpgast several
years, there have been disagreements betweensiei@garties regarding the calculation methodofogiRSG
charges and how such charges should be allocatéd individual MISO participants. The MISO has ghed their
methodology multiple times. Per past FERC orderfécember 2008, the MISO filed with the FERC itspgosed
revisions and clarifications to the calculatiortlod RSG charges and had begun to use its new nudtigydn
January 2009, including making resettlements ofiptes calculations. In the second quarter of 2008 FERC
withdrew its previous orders related to RSG chaagekfurther directed MISO to cease the ongoingkatar
resettlements and refund process and to recomglarnounts paid and collected in order to retuch eaarket
participant to the financial state it was in beftire refund process began. This has the potentjaldation that IPL
would no longer be entitled to refunds that were ttulPL under the previous order for periods betwApril 1,
2005 and November 4, 2007.

In July 2009, IPL filed a Request for Clarificationalternately a Request for Rehearing on thiseigsdone. In
addition to our requests, other interested pahiza® expressed interest in a different model otcaling RSG
charges. Another factor that affects how RSG clsimgeact IPL is our ability to recover such costsf our
customers through our FAC and/or in a future bestie case proceeding. Under the methodology cuyrienéffect,
RSG charges have little effect on IPL’s financiatesments as the vast majority of such chargesanrsidered to be
fuel costs and are recoverable through IPL’s FABIJerthe remainder are being deferred for futumvery in
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accordance with generally accepted accounting iptesin the U.S. However, the IURC's orders in EAC 77,
78 and 79 proceedings approved IPL’s FAC factoamimterim basis, subject to refund, pending theame of the
FERC proceeding regarding RSG charges and any gudseappeals therefrom. On August 30, 2010, FERGed
an order approving the RSG Redesign as previoilsty inder Section 206 on February 23, 2009 andired
MISO to make a compliance filing with the chang@a.October 29, 2010 the MISO made its complianoefi
regarding the RSG Redesign, and indicated thadil@gvsubsequently file under Section 205 modifmagito the
RSG Redesign rate. The MISO also indicated it ebguko be ready to implement the RSG Redesigroratdarch
1, 2011. On February 15, 2011, the MISO filed teeachits December 1, 2010 filing modifying the RS&dBsign
rate, to change the effective date of the propasedifications to April 1, 2011. FERC issued its ergartially
accepting the filings on March 31, 2011. On Mag@]1, MISO submitted a request for rehearing aifedation of
FERC’s March 31, 2011 order regarding the allocatibthe cost of RSG. As a result, it is not polsstb predict
how these proceedings will ultimately impact IPLt lwve do not believe they will have a material icipan our
financial statements.

MISO Transmission Expansion Cost Sharing and FER{&01000

Beginning in 2007, MISO transmission owners inagdiPL began to share the costs of transmissioaresipn
projects with other transmission owners after quajects were approved by the MISO board of dinesctopon
approval by the MISO board of directors the trarssioin owners must make a good faith effort to baiid/or pay
for the projects. Costs allocated to IPL for thejpcts of other transmission owners are colleciethb MISO per
their tariff. See also Senate Bill 251 below untienvironmental Matter$

On July 21, 2011, the FERC issued Order 1000, amgrtde transmission planning and cost allocation
requirements established in Order No. 890. Thradgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéosamend their open access transmission tariffieseribe how
public policy requirements will be considered indband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neighigpottiansmission planning regions for interregidaallities.

The MISO'’s approved tariff in part already compheish Order 1000. However, Order 1000 will resualithanges
to transmission expansion costs charged to useotBO. Such changes relate to public policy rezpuints for
transmission expansion within the MISO footprint¢is as to comply with renewable mandates of ottaes
within the footprint. These charges are difficoltetstimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apatovhrough
December 31, 2011, we have deferred as a regulasset $2.3 million of MISO transmission expangiosts.

ENVIRONMENTAL MATTERS

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazrdous and other materials into the environnzamt;the
health and safety of our employees. These lawsegulations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, pewnit revocation
and/or facility shutdowns.

The combination of existing and expected environaderegulations make it likely that we will tempaitg or
permanently retire several of our existing, prityacbal-fired, smaller and older generating uniithim the next
several years. These units are not equipped witladivanced environmental control technologies rieealeomply
with existing and expected regulations, and callety make up less than 15% of our net electrigigyperation over
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the past five years. We are continuing to evalaatglable options for replacing this generationjolihinclude
modifying one or more of the units to use natuea gs the fuel source, building new units, purcttpekisting
units, joint ownership of generating units, purdéhg®lectricity in the wholesale market, or somenbation of
these options. There is currently an excess ofaigpia the MISO footprint. The net book value b&tunits being
evaluated for retirement and/or refueling was apipnately $97.4 million at December 31, 2011. Oucisien on
which replacement options to pursue will be impddig our review of the EPA’s final Utility MACT rel
described in ‘Utility MACT” below, which was released in December 2011, el &s the ultimate timetable for
implementation of the rule. We will seek and exgeatecover our costs associated with replacingetieed units,
but no assurance can be given as to whether th€ Néuld approve such a request.

From time to time we are subject to enforcemeribastfor claims of noncompliance with environmerigals and
regulations. IPL cannot assure that it will be sstul in defending against any claim of nonconmuéa However,
with the possible exception of the NOV from the E@@Ae New Source Reviéwelow), we do not believe any
currently open environmental investigations wilult in fines material to our results of operatidinsancial
condition, or cash flows.

Under certain environmental laws, we could be hesghonsible for costs relating to contaminatioawatpast or
present facilities and at third party waste dispetas. We could also be held liable for humanasxpe to such
hazardous substances or for other environmentahdgan©Our costs of complying with current and future
environmental and health and safety laws, andiabilities arising from past or future releasesasfexposure to,
hazardous substances may adversely affect ourdassiresults of operations, financial conditiord aash flows. A
discussion of the legislative and regulatory ititi@s most likely to affect us follows.

Climate Change

One byproduct of burning coal and other fossil $uslthe emission of GHGs, including €@ e face certain risks
related to potential federal, state, regional awall GHG legislation or regulations, including sglelated to
increased capital expenditures or other compli@osgs which could have a material adverse effecuwiresults of
operations, financial condition or cash flows.

Climate Change—Legislation

Federal legislation passed the U.S. House of Reptasves in 2009, that, if adopted, would havedsgd a
nationwide cap-and-trade program to reduce GHGamis. This legislation was never signed into lamg is no
longer under consideration. In the U.S. Senateersédifferent draft bills pertaining to GHG legibn have been
considered, including comprehensive GHG legislasionilar to the legislation that passed the U.Sustoof
Representatives and more limited legislation faogiginly on the utility and electric generation istiy. Although
it is unlikely that any legislation pertaining tdHG emissions will be voted on and passed by the SeBate and
House of Representatives in 2012, it is uncerfaamy such legislation will be voted on and padsgthe U.S.
Congress in subsequent years.

The possible impact of any existing or future fedl @HG legislation or regulations or any regionastate proposal
will depend on various factors, including but riatited to:

= The geographic scope of legislation and/or regutate.g., federal, regional, state), which entities
subject to the legislation and/or regulation (estectricity generators, load serving entitiesceleity
deliverers, etc.), the enactment date of the latjisi and/or regulation and the compliance deasl|g®
forth therein;

= The level of reductions @HGs being sought by the regulation and/or legastage.g., 10%, 20%, 50%,
etc.) and the year selected as a baseline forrdietieig the amount or percentage of mand&ei@
reduction (e.g., 10% reduction from 1990 emissewels, 20% reduction from 2000 emission levels)etc

= The legislative and/or regulatory structure (eaggHG cap-and-trade program, a carbon@G
emission limits, etc.);

= In any cap-and-trade program, the mechanism usddtesmine the price of emission allowances oretéfs
to be auctioned by designated governmental aub®Gr representatives;
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= The price of offsets and emission allowances instfondary market, including any price floors acer
caps on the costs of offsets and emission allovsnce

= The operation of and emissions from regulated units

=  The permissibility of using offsets to meet redostiequirements and the requirements of such sffset
(e.g., type of offset projects allowed, the amafriffsets that can be used for compliance purpasgs
geographic limitations regarding the origin or ltbiea of creditable offset projects), as well as tinethods
required to determine whether the offsets havetegbin reductions in GHG emissions and that those
reductions are permanent (i.e., the verificatiothod);

=  Whether the use of proceeds of any auction condumteesponsible governmental authorities is
reinvested in developing new energy technologgesased to offset any cost impact on certain energy
consumers or is used to address issues unrelapsver;

= How the price of electricity is determined, inclodiwhether the price includes any costs resultiogf
any new climate change legislation and the potetatimansfer compliance costs pursuant to legamtat
market or contract, to other parties;

= Any impact on fuel demand and volatility that mdfeet the market clearing price for power;

= The effects of any legislation or regulation on ¢iperation of power generation facilities that nmayurn
affect reliability;

= The availability and cost of carbon control teclugy;

=  Whether legislation regulating GHG emissions wikgude the EPA from regulating GHG emissions
under the CAA or preempt private nuisance suitstber litigation by third parties;

= Any opportunities to change the use of fuel atgéeeration facilities or opportunities to increase
efficiency; and

= Qur ability to recover any resulting costs from eaansumers and the timing of such recovery.

In addition, in November 2007, six Midwestern stgd&ernors (including the governor of Indiana) émel premier
of Manitoba, Canada signed the Midwestern Greerdh@as Reduction Accord committing the participastages
and province to reduce GHG emissions through thdeimentation of a cap-and-trade program. Threestat
(including Indiana) and the province of Ontarion&da have signed as observers. In April 2010,glaed
advisory group finalized a set of recommendatiamngte establishment of targets for emissions redig in the
region and for the design of a regional cap-andetarogram. These include a recommended reductiGiiG
emissions of 20% below 2005 emission levels by 202%& recommendations are from the advisory grouyp, and
have not been endorsed or approved by individuatigmrs, including the Governor of Indiana. Thotig
Midwestern Greenhouse Gas Reduction Accord habe®t formally suspended, participating states alemger
pursuing it.

At this time, we cannot estimate the costs of caemgke with existing or potential federal, stateagional GHG
emissions reductions legislation or initiatives dugart to the fact that many of these proposadsraearlier stages
of development and any final laws, if adopted, dodry drastically from current proposals. Any fedgestate or
regional legislation adopted in the U.S. that waelquire the reduction of GHG emissions could reweaterial
adverse effect on our business and/or results efadipns, financial condition and cash flows.

Climate Change—Regulation

In January 2011, the EPA began regulating GHG eomissrom certain stationary sources under theadiea
“Tailoring Rule.” The regulations are being implemted pursuant to two CAA programs: the Title V Gyiizg
Permit program and the program requiring a perinibdergoing certain new construction or major rfiodtions,
the PSD program. Obligations relating to Title &mits include recordkeeping and monitoring requieats. GHG
emissions are measured in tons of each particlHd @mitted and are adjusted to be equivalent taamef CQ
emissions. These units are referenced ags&gQivalents (“CQe”). PSD applies to a new source that will emit or
have the potential to emit 100,000 tons per ye&@@f and to any existing major stationary source thaergoes
a modification that causes a significant increas8HG emissions (currently defined to be 75,008 toer year or
more of CQe). Sources subject to PSD can be required to mgi¢ BACT. The EPA has issued guidance on what
BACT entails for the control of GHG and individistates are now required to determine what conar@sequired
for facilities within their jurisdiction on a cad®rcase basis. The ultimate impact of such regiriston our
operations cannot be determined at this time,Hmitbst of compliance could be material. In Decerdbé0, the
Indiana Air Pollution Control Board adopted a finale implementing the EPA’s Tailoring Rule in lada, and the
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rule was published in the Indiana Register in M&@h1. The ultimate impact of the Tailoring Ruleaur
operations cannot be determined at this time, imitbst of compliance could be material.

In addition to the Tailoring Rule, in December 20tt@® EPA announced that it had entered into &esstnt
agreement with various states and environmentailpgr¢hat requires the EPA to promulgate New Source
Performance Standards (“NSPS”) for GHG emissifrosn electric generating units (“EGUSs”) and cdrta
emissions units from refineries. Under the Settieimegreements entered between the EPA and thesSifitéew
York, California, Connecticut, Delaware, Maine, N#exico, Oregon, Rhode Island, Vermont, and Wagbimg
the Commonwealth of Massachusetts, the Distri@afimbia, and the City of New York; Natural Res@asc
Defense Council, Sierra Club, and EnvironmentalDsé Fund, the EPA agreed to issue proposed NSPS
regulations for new and existing EGUs. At this tjrités unclear what the substantive requiremehth® GHG
NSPS regulations will be and what the impact oftheew standards will be on our business, butikdcle
material.

There is some uncertainty with respect to the ERP&ss regulating GHG emissions. Currently, both BHPA’s
December 2009 Endangerment Finding and the TagdRule are subject to ongoing litigation which nmagult in
the modification or vacation of the EPA’s actioRarther, since the Tailoring Rule will not requiRL to
implement BACT until IPL constructs a new major sx@ior makes a major modification of an existingana
source, and since it is not clear when IPL’s neajammodification or construction of a new majousze will be, it
is unclear when the Tailoring Rule BACT requirensawtll ultimately apply, if at all. In addition, @gress may
take action that impacts EPA'’s current regulatiamsiuding but not limited to enacting a law to a#e or minimize
the regulatory impacts of the Tailoring Rule, oaeting a cap-and-trade law similar to that apprdwethe House
of Representatives in 2009, which would precludgeBERA from regulating GHG under existing CAA redais
programs, such as PSD or NSPS. In light of theserntminties, we cannot predict the impact of th&BRurrent
GHG regulations on our consolidated results of afi@ns, cash flows, or financial condition, butduld be
material.

New Source Review

In October 2009, IPL received an NOV and Findin@flation from the EPA pursuant to the CAA SectbiB(a).
The NOV alleges violations of the CAA at IPL’s terprimarily coal-fired electric generating fac#isi dating back
to 1986. The alleged violations primarily pertairtthe PSD and nonattainment New Source Review remeints
under the CAA. Since receiving the letter, IPL ngaraent has met with the EPA staff regarding possibl
resolutions of the NOV. At this time, we cannotgiot the ultimate resolution of this matter. Howe\aettlements
and litigated outcomes of similar cases have reguiompanies to pay civil penalties, install addisl pollution
control technology on coal-fired electric genergtimits, retire existing generating units, and stue additional
environmental projects. A similar outcome in thése could have a material impact on our businesswdlld seek
recovery of any operating or capital expenditusdated to air pollution control technology to reduegulated air
emissions; however, there can be no assurancew¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

Clean Air Interstate Rule and the Cross-State AilllRion Rule

In March 2005 the EPA signed the federal Cleanltierstate Rule (“CAIR”), which imposes restrict®against
polluting the air of downwind states. At the tin@AIR established a two-phase regional “cap ancetradogram
for Sulfur Dioxides (“S@’) and Nitrogen Oxides (“N©) emissions that requires the largest reductioaiin
pollution in more than a decade. CAIR covers 2&stancluding Indiana, and the District of Columbi

Phase | of CAIR for N&became effective on January 1, 2009 and requichtttmns of NQemissions by 1.7
million tons or 53% from 2003 levels, and requiyegr-round compliance with tiNOx emissions reduction
requirements. Phase | of the program foe 8&@issions required reductioinsSQ emissions by 4.3 million tons, or
45% lower than 2003 levels beginning in 2010. Weehthudar been able to comply with CAIR Phase | for NO
without any material additional capiatpenditures. Installation of CCT at our HardingeSt Unit 7 generating
station completed in 20@hd the upgrades to existing CCT equipment at eterBourg Unit 3 generating station
completed in 2006, and at our Petersburg Unit £ggimg station completed in 2011, are enahlsitp meet the
requirements of CAIR Phase | for 50
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On July 6, 2011, the EPA announced a new ruleptace CAIR that will require the further reductiohSQ:and
NOxemissions from power plants in 27 states, includimtiana, that contribute to ozone and/or fine ipkart
pollution in other states. This rule, which waserly identified in proposed regulations as thde#h Air
Transport Rule” and is now known as the U.S. Ci&&ste Air Pollution Rule (“CSAPR™), requires iigl
compliance by January 1, 2012 for80d annual N©Oreductions, and May 1, 2012 for ozone season tieohsc
Once fully implemented in January 2014, the rutpinees SQ@emission reductions of 73% and N@ductions of
54% from 2005 levels. CSAPR was published in thgeF@ Register on August 8, 2011. On October 61201e
EPA announced proposed revisions to CSAPR thatdwdellay enforcement of certain restrictions uraituary 1,
2014. However, these revisions would not relieveammpliance obligations as of January 1, 2012D@cember
30, 2011, the U.S. Court of Appeals for the DistofColumbia issued an order staying implementatibthe
CSAPR pending resolution of legal challenges tortive. The Court further ordered that the CAIR aémin place
while the CSAPR is stayed. Furthermore, on Decer@BeR011, the EPA proposed a rule that would allow
participation in the CSAPR to comply with sourceaific Best Available Retrofit Technology for $@nd/or NQ
emissions from power plants under the regional lpaagram.

We are still evaluating the impacts of this finaller, however, the impacts could be material. Culyewe plan to
operate previously-installed pollution control gguint, use low-sulfur coal when cost-effective, patthase
allowances when and if it is necessary to compth WiISAPR. S®and NG allowance prices are currently expected
to be significantly higher for the next few yeaBgcause Séxllowances are not recoverable, our allowance
expense could be material if we need to purchasa.tiWe are unable to predict whether or not we neittd to
purchase allowances as this will be significanttpacted by energy demand, wholesale prices, gemgratit
reliability and whether or not we retire some of older units. If CSAPR is reinstated, it couldcalgve the effect

of increasing our costs to produce electricity, shhivill have a negative impact on our wholesalesablumes and
margins.

Utility MACT

On December 16, 2011, the EPA announced a ruléstieatpected to go into effect 60 days after puaibian in the
Federal Register. The Utility MACT was publishedtie Federal Register on February 16, 2012. |IPLagament
is continuing to evaluate this new rule. Most of ooal-fired capacity has acid gas scrubbers opewable control
technologies, but as proposed there are other weprents to such control technologies that may leee® at some
of our generators. Under the CAA, compliance isunegl within three years of the effective datehaf tule (which
is expected to be April 2015); however, the comm@period for a unit, or group of units, may b&eaged by state
permitting authorities (for one additional year)tlmrough a determination by the President (foraupwvo additional
years). There is a provision in the CAA which aloavutility to seek an additional year from thdestdr permitting
authority (IDEM is the state permitting authority the state of Indiana). We expect to pursuegkiension, but
there is no guarantee that we will be successfuthia time, we cannot predict the extent of timalffiregulations for
HAPS, but the cost of compliance with any such l&tipns could be material and could adversely affec
business, cash flows and results of operations.al&'eurrently reviewing the impact of the new ttiMACT rule
and estimate additional expenditures related ®rthie for environmental controls for our baselgaderating units
to be approximately $500 million to $900 milliorrélugh approximately 2016. We would seek recovergryf
operating or capital expenditures related to alluion control technology to reduce regulatedeaiissions;
however, there can be no assurances that we wewddzessful in that regard.

National Ambient Air Quality Standards

Under the CAA, the EPA sets National Ambient Airdlity Standards (“NAAQS") for six criteria pollutén
considered harmful to public health and the envitent, including particulate matter, N@zone and S which
result from coal combustion. Areas meeting the NpBAare designated attainment areas while thoselthaot
meet the NAAQS are considered nonattainment aréash state must develop a plan to bring nonattimmareas
into compliance with the NAAQS. NAAQS must be mwved by the EPA at five-year intervals.

Ozone.Over the past several years, the EPA has tightdtreeNAAQS for ground level ozone by lowering the

standard for daily emissions of ozone from 0.08@sp@er million to 0.075 parts per million. Thisstard was
challenged by several environmental groups, inglugioups and various states, all appeals having bee
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consolidated in the D.C. Circuit Court of AppeasdMississippi v. EPANo. 08-1200). Based on this ozone daily
emission standard, it would be expected that séaegas that are currently designated as in atemrfior ozone
may be redesignated as nonattainment, includiresasbere IPL’s Eagle Valley and Harding Street {slane
located.

In September 2009, the EPA announced it would ridenthe 2008 Ozone NAAQS standard. In Januarg 2ie
EPA proposed a rule that would significantly redbogh the primary and secondary NAAQS for ozones Th
proposed rule would have established a primarydstahat a level within the range of 0.060 to 0.p@éts per
million (“ppm”) and a cumulative, seasonal secanglstandard at a level within the range of 7 tgpft-hours. In
September 2011, the President withdrew the EPAipgsed rule to alter the 2008 Ozone NAAQS. Ondef t
reasons used by the President in his decisionttadveiw the standard was that the CAA required rsicemation of
NAAQS every five years, and the Ozone NAAQS willreeonsidered as required by the CAA in 2013. Assallt,
states are expected to begin implementing the Qo@ms per million daily ambient ozone standard.

In addition to possible promulgation of new ozotendards, in December 2010, the EPA published pgsed rule
that would rescind its earlier interpretation aisenable further progress (“RFP”) requirementstfee 1997 eight-
hour Ozone NAAQS. It is not clear whether this nwies impacted by the President’s decision to widihe
Ozone NAAQS. If the rule is finalized, states ttelted on emissions reductions from sources ouiside
nonattainment area to meet RFP requirements waud to submit new RFP demonstrations. This rulengpki
could impact several states’ attainment deternonatilf Indiana determines that certain areasrare i
“nonattainment” of the NAAQS, Indiana would beqered to develop a plan to reach “attainmentitas, which
may include requiring our generating facilitiesattcept limits to reduce our emissions.

Fine Particulate Matter.In 2005, several areas in the state of Indiana @esignated as nonattainment for fine
particulate matter for the 1997 daily and annuahgdéards, which include the areas where our Eagleya
Petersburg, and Harding Street plants are locaie2D06, the EPA lowered the daily standard finepfarticulate
matter from 65 micrograms per cubic meter to 35ragitams per cubic meter. With respect to the dadydard, in
October 2009, the EPA announced plans to desigma#s as nonattainment based on new data, anéad! where
our plants are located, despite the more stringt@amidard, will be in attainment according to theAEP

With respect to the annual standard, in 2009 tt& Bircuit Court of Appeals rejected the EPA’s 2@0tual fine
particulate NAAQS. The court remanded the annua fiarticulate matter standard to the EPA for rth
justification or, if appropriate, modification barse the court found that the EPA failed to expéaequately why
the annual fine particulate matter standard waficgerfit to protect public health. There is no dé@salfor the EPA
to complete its review, and the 2006 NAAQS remaiifisctive until the EPA makes appropriate changes t
conform with the court’s rulings. Our plants coninto be in nonattainment areas under the anmepfarticulate
matter standard. The impact of any new standantisotde accurately predicted at this time, butddnd material.

Nitrogen Oxides and Sulfur Dioxide&n April 12, 2010 a one-hour primary NAAQS becarffeative for NQ.
Additionally, on August 23, 2010 a new one-hour, P®mary NAAQS became effective. The final rule
implementing the one-hour SNAAQS also requires an increased amount of ami8€atmonitoring sites. The
EPA is considering one-hour secondary NAAQS for,/d@d SQ, and plans to promulgate these secondary
standards together in a separate rulemaking.

Based on these current and potential ambient stdsdhe state of Indiana will be required to deiee whether
certain areas within the state meet the NAAQSelfain areas are determined to be in “nonattainfhthd state of
Indiana would be required to modify its State Inmpéstation Plan to detail how the state will regtarattainment
status. As part of this process, it is possiblé tie IDEM or the EPA may require reductions of &sions from our
generating stations to reach attainment statusfif@particulate matter, the IDEM has drafted plémreach
attainment status, and those plans are pendin@egdry the EPA. The IDEM'’s current draft plan fore
particulate matter does not require our plantsisteil additional controls. However, it remains sibke that the
IDEM or the EPA may require further efforts by @@nerating stations to reach attainment statusirfer
particulate. It is expected that the state will mék attainment demonstrations for N&nd SQ within the next
three years. At this time, we cannot predict whatitmpact will be to IPL with respect to these reawmbient
standards, but it could be material.
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Waste Management and Coal Combustion Byproducts

In the course of operations, our facilities geregatlid and liquid waste materials requiring evahtlisposal or
processing. Waste materials generated at our iel@cwer and distribution facilities include coansbustion
byproducts (“CCB"), oil, scrap metal, rubbish, athquantities of industrial hazardous wastes saghpent
solvents, tree and land clearing wastes and padyididted biphenyl contaminated liquids and solle. endeavor
to ensure that all our solid and liquid wastesdisposed of in accordance with applicable natiorajional, state
and local regulations. With the exception of CCRste materials are not usually physically dispaxfeth our
property, but are shipped off site for final disglogreatment or recycling. A small amount of C@Bich consists
of bottom ash, fly ash and air pollution controlstes, is disposed of at our Petersburg coal-ficadep generation
plant using engineered, permitted landfills; howeapproximately half of our CCB are beneficiallyed off-site as
a raw material for production of wallboard, coneret cement and as a construction material in traikfills and
approximately half is disposed of off-site.

On June 21, 2010, the EPA published in the FedRaglster a proposed rule that establishes regulaficoal
combustion residues under the Resource ConsenatidiiRecovery Act (“RCRA"). The proposed rule sists of
two options to which coal combustion residues wdddegulated. Each option would allow for the cored
beneficial use of CCBs. The first option would ®dijCCBs to regulation as special waste under tiktiof
RCRA. The second option would regulate CCBs ashramardous solid waste under Subtitle D of RCRA and
impose national criteria applicable to CCBs disploskin landfills and surface impoundments. Theljgpubomment
period for this proposed regulation expired on Noler 19, 2010. The EPA will consider any public coents
prior to promulgating a final rule. The EPA is egfm to issue its final rule on CCBs in 2012. Irtdber 2011, the
House of Representatives passed the Coal Resideake & Management Act (H.R. 2273), which woulccklthe
EPA from regulating coal ash as a hazardous sutestdine companion bill has not been voted on irSimeate, and
it is unclear if it will become law. The exact ingband compliance cost associated with future et of coal
combustion residues cannot be established until segulations are finalized, but our business,rfai@ condition
or results of operations could be materially andeaskly affected by such regulations.

Wastewater Effluent

Some water used in our operations is dischargedhatewater effluent. This wastewater may conteavly metals
and other polluting substances. The EPA has siaf#ains to propose revisions to the rules govegmiollutants in
wastewater effluent from coal-fired power plantsliojy 2012 with final action on the proposed ridgpected to
occur by January 2014. Although the impact of aey regulations cannot be determined at this timae
stringent regulations could have a material impacbur business, financial condition and resulteprations.

Cooling Water Intake Regulations

We use water as a coolant at our generating fasiliunder the federal Clean Water Act (“CWA"paling water
intake structures are required to reflect the Beshnology Available (“BTA™) for minimizing advese
environmental impact. In March 2011, the EPA anmednits proposal for standards to protect fish @her
aquatic organisms drawn into cooling water systatiarge power plants and other industrial faeiitiThe
proposal was published in the Federal Registernl 2011. The proposal, based on Section 316(he®CWA
establishes BTA requirements regarding impingemaentality for all existing facilities that withdrawater from a
source water body above a minimum volume and atdizleast 25% of the withdrawn water for coolinggoses.
IPL believes in order to meet these BTA requirerseall cooling water intake structures associatitd @nce
through cooling processes will need to modify tkisting traveling screens and add a fish returntzamtling
system for each cooling system. The proposal waldd require owners of facilities that withdrawwéarge
amounts of water to perform comprehensive siteifipestudies during the permitting process and/aymequire
closed-cycle cooling systems (closed-cycle codiawgers), or other technology. The proposal alsal#isthes a
public process, with opportunity for public inpbt; which the appropriate technology to reduce @mmant
mortality would be implemented at each facilityeaftonsidering site-specific factors. Under a cahdecree filed
in the U.S. District Court for the Southern Distrad¢ New York, the EPA is required to issue a finde by July 27,
2012. It is not possible to predict the total imgaaf the final rule at this time, but if additidreapital expenditures
are necessary, they could be material. We woull ssmvery of these capital expenditures; howethere is no
guarantee we would be successful in that regard.
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Other

On April 7, 2010, the EPA published an Advanceditdobdf Proposed Rulemaking which contemplates a
reassessment of the use authorizations under tkie $abstances Control Act for Polychlorinated Bipiils
containing equipment of greater than 50 parts pkiomand considers a mandated phase-out of dildhtorinated
Biphenyls-containing equipment. At this time, it@® early to predict whether new regulations fazdrdous air
pollutants or Polychlorinated Biphenyls will be pralgated or, if promulgated, the extent of suctulaiipns. IPL’s
costs of compliance with any such regulations chéanaterial.

Senate Bill 251

In May 2011, Senate Bill 251 became a law in traesof Indiana. Senate Bill 251 is a comprehenisiNevhich,
among other things, provides Indiana utilities vdtmeans for recovering 80% of costs incurred toptyg with
federal mandates through a periodic retail ratastdjent mechanism. This includes costs to comptly wi
regulations from the EPA, FERC, NERC, Departmermérgy, etc., including capital intensive requiesnis
and/or proposals described herein, such as coafittgr intake regulations, waste management andcooalbustion
byproducts, wastewater effluent, MISO transmisgigpansion costs and polychlorinated biphenylsoésohot
change existing legislation that allows for 100%oneery of clean coal technology designed to rediice
pollutants (Senate Bill 29).

Some of the most important features of Senate2Bill to IPL are as follows. Any energy utility indiana seeking
to recover federally mandated costs incurred imection with a compliance project shall apply te lWRC for a
certificate of public convenience and necessit@?*CN") for the compliance project. Senate Bill 2&its forth
certain factors that the IURC must consider in deteing whether to grant a CPCN. It further spedfthat if the
IURC approves a proposed compliance project angrhjected federally mandated costs associatedthth
project, the following apply: (i) 80% of the appealcosts shall be recovered by the energy uthityugh a
periodic retail rate adjustment mechanism, (ii) 20R&he approved costs shall be deferred and reedvay the
energy utility as part of the next general rateedded by the energy utility with the IURC, andi)(actual costs
exceeding the projected federally mandated codfsecépproved compliance project by more than 2584 s
require specific justification and approval befbeing authorized in the energy utility’s next gezieate case.
Senate Bill 251 also requires the IURC to adopgtib establish a voluntary clean energy portfetémdard
program. Such program will provide incentives totiggpating electricity suppliers to obtain speedipercentages
of electricity from clean energy sources in accaogawith clean portfolio standard goals, includiaguiring at
least 50% of the clean energy to originate fromdnd suppliers. The goals can also be met by psicgalean
energy credits.

Summary

Environmental laws and regulations presently regjus to incur material capital expenditures andatpey costs.
Our capital expenditures relating to environmentatters were approximately $62 million in 2011, stahtially all
of which are related to CCT projects. We are culyaeviewing the impact of the new Utility MACT lsand
estimate additional capital expenditures relateithirule for environmental controls for our basa& generating
units to be approximately $500 million to $900 il through approximately 2016. This estimate rsUtlity
MACT expenditures only and could be impacted bydateome of the EPA’'s NOV and various other pending
legislation and regulations described previouslshia section. In addition, environmental laws emenplex, change
frequently and have tended to become more strirm@nttime. As a result, our operating expensescantinuing
capital expenditures associated with environmentdters may increase. More stringent standardsatsaylimit
our operating flexibility and have a negative imipaic our wholesale volumes and margins. Howeveyedding
upon the level and timing of recovery allowed by tRC, these costs could materially and adversfi$ct our
results of operations, financial condition, andncisws. We may seek recovery of any operatingagitel
expenditures; however, there can be no assuranaew¢ would be successful in that regard. Please s
“Regulatory Matters — Environmental Compliance CRBstcovery Adjustmenfor a discussion of CCT filings.
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Risk Management

Please sedtem 7A. Quantitative and Qualitative Disclosurbaut Market Riskof this Form 10-K for a
discussion of market risk and management’s riskagament.

CRITICAL ACCOUNTING POLICIES
General

We prepare our consolidated financial statemenée@ordance with generally accepted accountingiples in the
U.S. As such, we are required to make certain estis) judgments and assumptions that we belieweasenable
based upon the information available. These estisnand assumptions affect the reported amountssefsaand
liabilities at the date of the financial statemeantsl the reported amounts of revenues and expduoseg the
period presented. Therefore, the possibility exXstsnaterially different reported amounts unddfedent
conditions or assumptions. Significant accountioligies used in the preparation of the consolidéiteahcial
statements in Item 8 of this Form 10-K are descrineNote 2 “Summary of Significant Accounting Policiety
the audited Consolidated Financial Statements AEGO in “Item 8. Financial Statements and Supplementary
Data” included in this Form 10-K. This section addressay those accounting policies involving amountstenial
to our financial statements that require the mesimtion, judgment or assumptions and should aé e
conjunction with Note 2;Summary of Significant Accounting Policiet the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDacluded in this Form 10-K.

Regulation

As a regulated utility, we apply the provisionsA8C 980“Regulated Operations,Wwhich gives recognition to the
ratemaking and accounting practices of the IURCthrd~ERC. In accordance with ASC 980, we havegeized
as regulatory assets, deferred costs totaling $498lion as of December 31, 2011 that have beeluded as
allowable costs for ratemaking purposes, as awbdidy the IURC or established regulatory practi€pecific
regulatory assets are disclosed in Not&Regulatory Assets and Liabilitiestb the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDacluded in this Form 10-K. The
deferral of costs (as regulatory assets) is apatgponly when the future recovery of such cosfgabable. In
assessing probability, we consider such factospasific orders from the IURC, regulatory precederd the
current regulatory environment. To the extent recgwf costs is no longer deemed probable, relagdlatory
assets would be required to be expensed in cypegitd earnings. Our regulatory assets have bestert pursuant
to a specific order of the IURC or established taguy practices, such as other utilities underjthisdiction of the
IURC being granted recovery of similar costs. fpiebable, but not certain, that these regulatesets will be
recoverable, subject to IURC approval.

Revenue Recognition

Revenues related to the sale of energy are geyeealbgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thrastghe month. At the end of each month, amounenefgy
delivered to customers since the date of the l@témeading are estimated and the correspondibifjathrevenue
is accrued. In making our estimates of unbilleceraie, we use complex models that consider varemisrs
including daily generation volumes, known amouriter@rgy usage by certain customers, estimateddsses and
estimated customer rates based on prior perioddsll Given the use of these models, and that metoare billed
on a monthly cycle, we believe it is unlikely timaaterially different results will occur in futurepods when
revenue is billed. As part of the estimation ofiilledd revenues, we estimate line losses on a mphthsis. The
effect on 2011 revenues and ending unbilled reveofia one percentage point increase and decnedse i
estimated line losses for the month of Decembed 201$0.4 million) and $0.4 million, respectiveit

December 31, 2011 and 2010, customer accountsvaddeiinclude unbilled energy revenues of $44. lioniland
$57.4 million, respectively, on a base of annuaéneie of $1.2 billion and $1.1 billion in 2011 a2@{10,
respectively.
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Pension Costs

We contributed $37.3 million, $28.7 million, andd2 million to the Pension Plans in 2011, 2010, 20@9,
respectively.

Approximately 85% of IPL’s active employees are@®d by the Defined Benefit Pension Plan as wetheas
Employees’ Thrift Plan of Indianapolis Power & Lighompany (“Thrift Plan”). The Defined Benefit Pés Plan
is a qualified defined benefit plan, while the ThRlan is a qualified defined contribution plamhelremaining 15%
of active employees are covered by the AES Retirti8avings Plan (“RSP”). The RSP is a qualified rokef
contribution plan containing a profit sharing compat. All non-union new hires are covered undeRB&, while
International Brotherhood of Electrical Workers pimal unit union new hires are covered under thinbd
Benefit Pension Plan and Thrift Plan. Beginnin@@®7, International Brotherhood of Electrical Waskelerical-
technical unit new hires are no longer covered uttie Defined Benefit Pension Plan but do receivarmual
lump sum company contribution into the Thrift Plaihis lump sum is in addition to IPL’s matchingpafrticipant
contributions up to 5% of base compensation. ThimBé Benefit Pension Plan is noncontributory anéuinded
through a trust. Benefits are based on each ingilidmployee’s pension band and years of servioppssed to
their compensation. Pension bands are based plgroarjob duties and responsibilities.

Reported expenses relevant to the Defined Benefisien Plan are dependent upon numerous factarimgsfrom
actual plan experience and assumptions of futupersnce, including the performance of plan assetsactual
benefits paid out in future years. Pension coste@ated with the Defined Benefit Pension Planimygacted by the
level of contributions made to the plan, earningplan assets and employee demographics, incladjagjob
responsibilities and employment periods. Changegentathe provisions of the Defined Benefit Pengttan may
impact current and future pension costs. Pensistsgnay also be significantly affected by changdsely actuarial
assumptions, including anticipated rates of returplan assets and the corporate bond discourst uats in
determining the projected benefit obligation andgien costs.

Additionally, a small group of former officers atitkir surviving spouses are covered under a fund@dqualified
supplemental pension plan. The total number oigpants in the plan as of December 31, 2011 wad 86 plan is
closed to new participants.

From a Financial Accounting Standards Board finalngatement perspective, IPL’s total underfundealspn
liability was approximately $252.9 million as of @amber 31, 2011 of which the Defined Benefit Pemsitan
liability and the Supplemental Retirement Planrafianapolis Power & Light Company (“Supplementatifeenent
Plan”) liability represented $252.0 million and $nillion, respectively.

Pension plan assets consist of investments iniegdomestic and international), fixed income sities,
alternative investments (hedge funds), and cadfer®nces between actual portfolio returns and ebguereturns
may result in increased or decreased pension oBiture periods. Pension costs are determined e plan’s
measurement date of December 31, 2011. Pensiona@stetermined for the following year based emtiarket
value of pension plan assets, expected level of@mpcontributions, a discount rate used to deitgerthe
projected benefit obligation and the expected ltarga rate of return on plan assets.

For 2011, pension expense was determined usingsameed long-term rate of return on plan assets7/&?%. As of
the December 31, 2011 measurement date, IPL dedt¢as discount rate from 5.38% to 4.56% for théri2e
Benefit Pension Plan and decreased the discownfroanh 5.09% to 4.37% for the Supplemental Retimgnfdan.
The discount rate assumption affects the pensiperese determined for 2012. In addition, IPL de@ddbe
expected long-term rate of return on plan asseta ff.75% to 7.50% effective January 1, 2012. Thpeeted long-
term rate of return assumption affects the pensigense determined for 2012. The effect on 20E2 pansion
expense of a 25 basis point increase and decnedise assumed discount rate is ($1.4 million) ahd $nillion,
respectively. The effect on 2012 total pension agpeof a 100 basis point increase and decreake expected
long-term rate of return on plan assets is ($418an) and $4.3 million, respectively.

During the year 2011, our Pension Plans incurredtactuarial loss of $88.4 million. The net adldoss is
comprised of two parts (net): (1) $25.8 millionpension asset actuarial loss is primarily due ¢oldfver than
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expected return on assets, and (2) $62.6 milligmeofion liability actuarial loss is primarily dteea decrease in
the discount rate that is used to value pensidnilities.

In determining the discount rate to use for valdiagilities we use the market yield curve on higlality fixed
income investments as of December 31, 2011. Wegrthe expected benefit payments under the pls@doan
participant data and based on certain assumptmmsecning mortality, retirement rates, terminatiates, etc. The
expected benefit payments for each year are disedurack to the measurement date using the apptepot rate
for each half year from the yield curve, therebiaoting a present value of all expected future liepayments
using the yield curve. Finally, an equivalent sendiscount rate is determined which produces septaslue equal
to the present value determined using the fulldy@lrve.

In determining our discount rate, we utilize a gielirve created by deriving the rates for hypotla¢tzero coupon
bonds from high-yield AA-rated coupon bonds of wagymaturities between 0.5 and 30 years. Non-clallbnds
and outliers (defined as bonds with yields outsifiavo standard deviations from the mean) are ebadun
computing the yield curve. Using the bond univgust described, regression analysis using leastreguegression
is used to determine the best-fitting regressianethat links yield-to-maturity to time-to matwritWe then
convert the regressed coupon yield curve into &rse curve using the standard "bootstrappindirtegie, which
assumes that the price of a coupon bond for a givetlarity equals the present value of the undeglyiond cash
flows using zero-coupon spot rates. In making tbisversion, we assume that the regressed couplohagieach
maturity date represents a coupon-paying bondrtgaali par. We also convert the bond-equivalent fmmded
semiannually) yields to effective annual yieldsidgrthis process. The pension cash flows are predifmr each
year into the future until no more benefit paymeartes expected to be paid, and represent the aash tised to
produce the pension benefit obligation for pensialuations. The pension cash flows are matcheleto t
appropriate spot rates and discounted back to #asurement date. The cash flows after 30 yeamiszeunted
assuming the 30-year spot rate remains constaohe30 years. Once the present value of the casls fis of the
measurement date has been determined using theasgofrom the Mercer Yield Curve, a single eql¢ng
discount rate is developed. This rate is the singieorm discount rate that, when applied to thesa&ash flows,
results in the same present value of the cash fasad the measurement date.

In establishing our expected long-term rate ofrreassumption, we utilize a methodology which ergplthe
practice of using a “risk premium building blockj@roach as the framework. This approach involvéasgus
historical performance data to first determinerétern differential between a particular assetckasd a less risky
base index (i.e., the added return provided tostors as compensation for assuming added risk),applying that
premium to the estimate of the base index’s fulomg-term return. The expected future weighted-agemeturns
for each asset class based on the target assmtaloare taken into account.

The process begins by calculating the long-termrne¢stimate for cash, or the “risk-free rate.”disi the
foundation for the building block methodology. Thetong-term inflation rate is estimated based upentain
economic assumptions. For each asset class, toeitad annualized return of the asset class isrd@hed, then
reduced by the historical annualized return of chging the same time period, which representhisterical “risk
premium.” This calculated risk premium is then aditiethe long-term return estimate for cash. THeutated
estimate is then adjusted to take into accountotimarket conditions and expectations. We conduate
additional analysis of the long-term rate of retampension assets to validate the results ofrikk premium
building block” methodology.

Impairment of Long-lived Assets

Generally accepted accounting principles in the. te§uire that we measure long-lived assets foaimpent when
indicators of impairment exist. If an asset is dedro be impaired, we are required to write dovenasset to its
fair value with a charge to current earnings. Taebwook value of our utility plant assets was $#ildon as of
December 31, 2011 and 2010, respectively. We dbel@ve any of these assets are currently impaineshaking
this assessment, we consider such factors asvéralbcondition and generating and distributiopaity of the
assets; the expected ability to recover additierpenditures in the assets, such as CCT projéetsirticipated
demand and relative pricing of retail electricitydur service territory and wholesale electricitythie region; and
the cost of fuel.
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Fair Value Measurements

ASC 820 defined and established a framework forsmeag fair value and expanded disclosures abauvddue
measurements for financial assets and liabilities &re adjusted to fair value on a recurring baistBor financial
assets and liabilities that are measured at féirevan a nonrecurring basis, which have been aaljust fair value
during the period. IPALCO had one financial asseagured at fair value on a nonrecurring basis, whas been
adjusted to fair value during the periods covengthis report due to impairment losses. In 2011 260, we
recorded impairments on this nonutility investmen$1.6 million and $1.2 million, respectively, @ investment
was deemed to be other than temporarily impaimredndking this determination, we considered, amahgro
things, the amount and length of time of impairmafithe individual investments held by the fundaadl as the
future outlook of such investments. Because thestment is not publicly traded and therefore daddave a
guoted market price, the impairment loss was basealir best available estimate of the fair valuthef
investment, which included primarily unobservatd@raates. The recorded value for this asset was iillion at
December 31, 2011.

In accordance with ASC 820, we have categorizedinancial assets and liabilities that are adjustefhir value,
based on the priority of the inputs to the valuatiechnique, following the three-level fair valuerarchy
prescribed by ASC 820, as follows:

Level 1 - unadjusted quoted prices for identicakgs or liabilities in an active market.

Level 2 - inputs from quoted prices in markets veheading occurs infrequently or quoted pricessfriuments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefaawn assumptions about the inputs used in prithiegasset or
liability.

As of December 31, 2011 and 2010, all (excludingspen assets) of our financial assets or liabditieasured at
fair value on a recurring basis were categorizeldeagl| 3 because the values were based primarilynobservable
inputs reflecting management’s own assumptions atheunputs used in pricing the asset or liahilkgr a
complete discussion of the impact of recognizinggoen assets at fair value, please see Not&PEhsion and
Other Postretirement Benefitstd the audited Consolidated Financial StatemeiiBALCO in “Item 8. Financial
Statements and Supplementary Daita¢luded in this Form 10-K.

The following table presents those financial asaatsliabilities:

Fair Value Measurements
Using Level 3 at
December 31, 2011  December 31, 2010
(In Thousands)

Financial assets:

Investments in debt securities $ - % 41,669
Financial transmission rights 778 2,158
Total financial assets measured at fair value $ 2779 $ 43,827

Financial liabilities:

Interest rate swap $ -8 9,426
Other derivative liability 18 193
Total financial liabilities measured at fair value $ 181 $ 9,619

During 2011, the investments in debt securitiesswedeemed and the interest rate swap was termi(jzlesase see
Note 10, Indebtednesgo the audited Consolidated Financial Statement®ALCO in “Item 8. Financial
Statements and Supplementary Démaluded in this Form 10-K). Changes in fair valaf the above items did not
have a material impact on the financial statemtamtthe periods covered by this report. Changdaiimvalue for
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the interest rate swap or financial transmissights are recorded with an offsetting adjustmet tegulatory asset
or regulatory liability and therefore do not impactr earnings. Changes in the fair value of thestwments in debt
securities were adjusted through other comprehensoome. While we believe that the recorded vafuaur
financial instruments approximates fair value, luseathe fair values are based primarily from unotzgde inputs,
it is likely that the actual amount we would reeeif/we were to sell the assets and/or the amoentvauld have to
pay to transfer these liabilities is different franeir book values.

For a complete discussion of the impact of recdggipension assets at fair value, please see Npt&énsion
and Other Postretirement Benefitdd the audited Consolidated Financial StatemehtBALCO in “Item 8.
Financial Statements and Supplementary Datetluded in this Form 10-K.

Income Taxes

We are subject to federal and state of Indiananmectaxes. Our income tax provision requires sigaift judgment
and is based on calculations and assumptions thabject to examination by the U.S. Internal RexesService
and other tax authorities. We regularly assespathential outcome of tax examinations when deteimgithe
adequacy of our income tax provisions by considgtfire technical merits of the filing position, cdse, and
results of previous tax examinations. ASC 740 pileses a more-likely-than-not recognition threshaidi
measurement requirements for financial statemegutrtimg of our income tax positions. Tax reservagenbeen
established, which we believe to be adequate &tioel to the potential for additional assessmedtee
established, reserves are adjusted only when ihenere information available or when an event ogcu
necessitating a change to the reserves. While lievbdhat the amount of the tax reserves is ressenit is
possible that the ultimate outcome of future exatiims may exceed current reserves in amountsthed be
material.

Contingencies

We accrue for loss contingencies when the amouttiteoloss is probable and estimable. We are sutgjecrious
environmental regulations, and are involved inaiartegal proceedings. If our actual environmeatal/or legal
obligations are different from our estimates, theognition of the actual amounts may have a méafenjzact on

our results of operations, financial condition, @agh flows; although that has not been the caseglthe periods
covered by this report. Please see Not¢'‘@8mmitments and Contingencies) the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDacluded in this Form 10-K for
information about significant contingencies invaolgius. As of December 31, 2011 and 2010, total loss
contingencies accrued were $4.2 million and $2IBanj respectively, which were included in Otheur€nt
Liabilities on the accompanying Consolidated BataBbeets.

NEW ACCOUNTING STANDARDS
Please see Note ‘Zummary of Significant Accounting Policiet) the audited Consolidated Financial Statements
of IPALCO in*“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for a discussion

of new accounting pronouncements and the potdmjadct to our results of operations, financial déod, and
cash flows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK

Overview

The primary market risks to which we are exposedtlanse associated with fluctuations in interetstsrand the
prices of fuel, wholesale power, $@llowances and certain raw materials, includirglstcopper and other
commodities. We sometimes use financial instrumantsother contracts to hedge against such fluonst
including, on a limited basis, financial and comrtypderivatives. We generally do not enter intoidative
instruments for trading or speculative purposes.

Interest Rate Risk

We use long-term debt as a significant source pitakin our business, which exposes us to inteastrisk. We

do not enter into market risk sensitive instruméatgrading purposes. We manage our exposureteéoeist rate risk
through the use of fixed-rate debt, interest ratévdtive instruments and by refinancing existiogg-term debt at
times when it is deemed economic and prudent. diitiad, IPL’s credit facility bears interest at iavle rates based
either on the Prime interest rate or on the LondderBank Offer Rate. Fair values relating to fiohinstruments
are dependent upon prevalent market rates of stiggegmarily the London InterBank Offer Rate. Aé&mber 31,
2011, we had approximately $1,765 million principaedount fixed rate debt and $64 million principaicunt
variable rate debt outstanding.

The variable rate debt included (i) $14 milliongtahding on our credit facility and (ii) $50 miliainder the
accounts receivable securitization facility. Basacamounts outstanding as of December 31, 2018 bag&s point
increase in the applicable rates on our variakiie-dabt would have the effect of increasing ouruahmterest
expense and cash paid for interest by $0.2 mill@omversely, a 25 basis point decrease in the cglpé rates
would have the effect of decreasing our annuatd@steexpense and cash paid for interest by $0lfomil

Please see Note 3nvestment in Long-Term Debt Securities the audited Consolidated Financial Statemeits o
IPALCO in*“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for information
regarding the 1995B Bonds.

The following table shows our consolidated indehes (in millions) by maturity as of December 3112

Fair

2012 2013 2014 2015 2016 ThereafterTotal Value
Fixed-rate debt $ $ 11009% -$ -$ 5319 1,123.4 1,765.3 $ 1,944.9
Variable-rate debt 64.0 - - - - - 64.0 64.0
Total Indebtedness $ 640 1100 % -$ -$ 531% 1,123.4 1,829.3 $ 2,008.9

Weighted Average
Interest Rates by
Maturity 1.82%  6.30% N/A N/A 6.67% 5.33% 5.65%

For further discussion of our fair value of ourébtedness and book value of our indebtedness pteasdote 6,
“Fair Value Measurementsand Note 10;Indebtedness’to the audited Consolidated Financial Statemeints o
IPALCO in*“Item 8. Financial Statements and SupplementaryaDancluded in this Form 10-K.

Credit Market Risk
In the recent past there has been volatility addwanturn in the credit market in the U.S. This &fton has
impacted volatility and returns in many areas efé¢lconomy. Based on our relatively small percentdgmhedged

variable rate debt in our capital structure, oteriest rate exposure to the credit market crisis aval continues to
be limited and has not been material. Se¢etest Rate Rislkabove.
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Equity Market Risk

Our Pension Plans are impacted significantly byettinomy as a result of the Pension Plans beinglhéavested
in common equity securities. The performance oRBasion Plans’ investments in such common eqaityrities
and other instruments impacts our earnings asasediur funding liability. Our Pension Plans invesits’ realized
material losses in the recession that began in il@8ved by partial recoveries in 2009, 2010 afd 2. However,
the investment gains in 2011 were less than theagd return on assets resulting in a $25.8 miictuarial loss
that will be recognized in expense over the neaeh years, which is the average remaining workfatime of
plan participants. Please see Note“P2nsion and Other Postretirement Benefits’the audited Consolidated
Financial Statements of IPALCO fitem 8. Financial Statements and SupplementaryaDatcluded in this Form
10-K for additional Pension Plan information.

Inflation

During 2009 the recession had the effect of haltivegrapid inflation on certain raw materials, urdihg steel,
copper and other commodities that we experienced the previous few years to the point where soos¢schave
even declined. Inflation on raw materials remailwedin 2010 and 2011. These and other raw matesitee as
inputs to many operating and maintenance procégedamental to the electric utility industry. Lowgtices
reduce our operating and maintenance costs aneuapmur liquidity. The primary area in which inflat has
continued to increase at a steep rate is in theofdsealthcare provided to our employees. Thisrteggatively
impacted our results of operations, financial cbadj and cash flows in recent years.

Fuel

We have limited exposure to commodity price risktfee purchase of coal, the primary fuel used bfpushe
production of electricity. We manage this risk brgyading for all of our current projected burn thgh 2012 and
approximately 85% of our current projected burntfar three year period ending December 31, 201deriong-
term contracts. Pricing provisions in some of ang-term coal contracts allow for price changeseumertain
circumstances. Coal purchases contracted for i2 204 at prices that are approximately 5% highen tur
weighted average price in 2011. Our exposure wuhtions in the price of coal is limited becausespant to
Indiana law, we may apply to the IURC for a chaimgeur fuel charge every three months to recoverestimated
fuel costs, which may be above or below the leirelkided in our basic rates. We must present ecielémeach
FAC proceeding that we have made every reasonéfble ® acquire fuel and generate or purchase parvdoth
S0 as to provide electricity to our retail custosnat the lowest fuel cost reasonably possible.

Power Purchased

We depend on purchased power, in part, to meetetait load obligations. As a result, we also hiwéted
exposure to commodity price risk for the purchafselectric energy for our retail customers. Pureltbgower costs
can be highly volatile. We are generally alloweddoover, through our FAC, the energy portion atchased
power costs incurred to meet jurisdictional rel@éld. In certain circumstances, we may not be atbto recover a
portion of purchased power costs incurred to maefuwisdictional retail load. Sé#tem 7. Management's
Discussion and Analysis of Financial Condition d@elsults of Operations — Regulatory Matters — Fudjugtment
Charge and Authorized Annual Jurisdictional Net @pieg Income.”

Retail Energy Market

The legislatures of several states have enactesitlzat would allow various forms of competitiontat
experiment with allowing some form of customer deodf electricity suppliers for retail sales ofate energy.
Indiana has not done so. In Indiana, competitiooragrelectric energy providers for sales has focpsadarily on
the sale of bulk power to other public and munitigdities. Indiana law provides for electricitygpliers to have
exclusive retail service areas. In order to inceesdes, we work to attract new customers intcseuvice territory.
Although the retail sales of electric energy agutated, we face competition from other energy sesirFor
example, customers have a choice of installingtedecr natural gas home and hot water heatingesyst
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Wholesale Sales

We engage in wholesale power marketing activities primarily involve the offering of utility-ownear contracted
generation into the MISO day ahead and real timeketg.Our ability to compete effectively in the wholesale
market is dependent on a variety of factors, indgeur generating availability, the supply of wasdle power, the
demand by load serving entities, and the formatioiPL's offers into the market. Our wholesale neves are
generated primarily from sales directly to the MI&@ergy market. The average price per MWh we sdidlesale
was $30.45, $31.62 and $26.62 in 2011, 2010 ané,2@86pectively. During the past five years, whalesevenues
represented 5.1% of our total electric revenueawamage. A decline in wholesale prices can havgrafisant
impact on earnings because most of our nonfues @stfixed in the short term and lower wholesaiees also can
result in lower wholesale volumes sold.

Counterparty Credit Risk

At times, we may utilize forward purchase contraotmanage the risk associated with power purchasescould
be exposed to counterparty credit risk in theseéraots. We manage this exposure to counterpartitaigk by
entering into contracts with companies that aresetq to fully perform under the terms of the cacitr Individual
credit limits are implemented for each counterpsotfurther mitigate credit risk. We may also requa
counterparty to provide collateral in the eventaierfinancial benchmarks are not maintained, otad® credit
ratings are not maintained.

We are also exposed to counterparty credit risiedlto our ability to collect electricity salestn our customers,

which may be impacted by volatility in the finarlaimarkets and the economy. Historically, our wiifés of
customer accounts has been immaterial, which iswwamtor the electric utility industry.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholder and Board of Directors of
IPALCO Enterprises, Inc.

We have audited the accompanying consolidated balsineets of IPALCO Enterprises, Inc. and subsedigthe
Company) as of December 31, 2011 and 2010, anctked consolidated statements of income, common
shareholder’s deficit, and cash flows for eacthefthree years in the period ended December 31,. Zdr audits
also included the financial statement schedulésdig the Index at Iltem 15. These financial staets and
schedules are the responsibility of the Compangisagement. Our responsibility is to express aniopion these
financial statements and schedules based on oitsaud

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighago
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of the
Company's internal control over financial reporti@ur audits included consideration of internaltcolrover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstare not for the
purpose of expressing an opinion on the effectigerd the Company's internal control over finangglorting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisant
estimates made by management, and evaluating #ralbfinancial statement presentation. We beligna our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts,¢onsolidated
financial position of IPALCO Enterprises, Inc. asubsidiaries at December 31, 2011 and 2010, and the
consolidated results of their operations and tbesh flows for each of the three years in the pegisded December
31, 2011, in conformity with U.S. generally accebéecounting principles. Also, in our opinion, tiedated

financial statement schedules, when consideredlation to the basic financial statements takea abole, present
fairly in all material respects the information &&tth therein.

/sl ERNST & YOUNG LLP

Indianapolis, Indiana
February 24, 2012
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DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in the Financiate&®nents
and Supplementary Data:

1995B Bonds $40 Million City of Petersburg, Indiafallution Control Refunding
Revenue Bonds Adjustable Rate Tender SecuritigesSE995B,
Indianapolis Power & Light Company Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecuNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SecuNotes due May 1, 2018

AES The AES Corporation

ARO Asset Retirement Obligations

ASC Financial Accounting Standards Board Accounsitgndards Codification

CCT Clean Coal Technology

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Adjesit

EPA U.S. Environmental Protection Agency

FAC Fuel Adjustment Charges

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

FTRs Financial Transmission Rights

GAAP Generally accepted accounting principles althnited States

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IPL Funding IPL Funding Corporation

IURC Indiana Utility Regulatory Commission

kWh Kilowatt hours

Mid-America Mid-America Capital Resources, Inc.

MISO Midwest Independent Transmission System Operé&ic.

NOV Notice of Violation

Pension Plans Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Paswverght Company

Purchasers Royal Bank of Scotland plc and Windruitding Corporation

Receivables Sale Agreement Second Amended andt&®&eaceivables Sale Agreement, dated as of June

25, 2009, among IPL, IPL Funding Corporation, &s3kller, Indianapolis
Power & Light Company, as the Collection Agent, Riogank of Scotland
plc, as the Agent, the Liquidity Providers and Wmilll Funding

Corporation
RSG Revenue Sufficiency Guarantee
RSP The AES Retirement Savings Plan
SFAS Statement of Financial Accounting Standards
Supplemental Retirement Plan Supplemental Retireflkan of Indianapolis Power & Light Company
Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Income
For the Years Ended December 31, 2011, 2010 and 200
(In Thousands)

2011 2010 2009
UTILITY OPERATING REVENUES $ 1,171,924 $ 1,144,903 $ 1,068,081
UTILITY OPERATING EXPENSES:
Operation:
Fuel 334,385 322,541 276,422
Other operating expenses 203,286 196,166 200,890
Power purchased 90,159 55,456 46,646
Maintenance 119,152 118,883 102,332
Depreciation and amortization 167,245 164,102 162,167
Taxes other than income taxes 42,435 39,378 35,732
Income taxes - net 62,609 75,939 73,935
Total utility operating expenses 1,019,271 972,465 898,124
UTILITY OPERATING INCOME 152,653 172,438 169,957
OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constroiati 3,950 3,990 2,024
Loss on early exinguishment of debt (15,422) -
Miscellaneous income and (deductions) - net 6,963 3,310 (3,785)
Income taxbenefit applicable to nonoperatingime 25,476 25,410 26,103
Total other income and (deductions) - net 20,967 26,089 24,342
INTEREST AND OTHER CHARGES:
Interest on long-term debt 109,233 114,707 116,970
Other interest 1,786 2,136 1,391
Allowance for borrowed funds used during constiiorc (2,674) (2,437) (1,608)
Amortization of redemption premiums and expenseebt 4,700 4,174 3,778
Total interest and other charges - net 113,045 8,580 120,531
NET INCOME 60,575 79,947 73,768
LESS: PREFERRED DIVIDENDS OF SUBSIDIARY 3,213 3,213 3,213
NET INCOME APPLICABLE TO COMMON STOCK $ 57,362 $ 76,734 $ 70,555

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES

Consolidated Balance Sheets
(In Thousands)

December 31,

December 31,

2011 2010
ASSETS
UTILITY PLANT:
Utility plant in service $ 4,313,015 $ 4,096,883
Less accumulated depreciation 1,940,633 1,878,747
Utility plant in service - net 2,372,382 2,218,136
Construction work in progress 52,429 129,634
Spare parts inventory 15,534 12,737
Property held for future use 1,002 1,002
Utility plant - net 2,441,347 2,361,509
OTHER ASSETS:
Investment in long-term debt securities - 41,669
Nonutility property - at cost, less accumulategmrtciation 539 688
Other investments 5,029 6,419
Other assets - net 5,568 48,776
CURRENT ASSETS:
Cash and cash equivalents 27,283 31,796
Accounts receivable and unbilled revenue (lessvahce
for doubtful accounts of $2,081 and $2,218peesively) 136,007 140,538
Fuel - at average cost 52,694 37,369
Materials and supplies - at average cost 54,137 51,524
Deferred tax asset - current 12,352 11,313
Regulatory assets 7,424 -
Prepayments and other current assets 16,838 18,366
Total current assets 306,735 290,906
DEFERRED DEBITS:
Regulatory assets 485,932 416,749
Miscellaneous 32,070 20,040
Total deferred debits 518,002 436,789
TOTAL $ 3,271,652 $ 3,137,980
CAPITALIZATION AND LIABILITIES
CAPITALIZATIO N:
Common shareholder's deficit:
Paid in capital $ 11,367 $ 10,811
Accumulated deficit (17,213) (15,344)
Accumulated other comprehensive loss - (197)
Total common shareholder's deficit (5,846) (4,730)
Cumulative preferred stock of subsidiary 59,784 59,784
Long-term debt (Note 10) 1,760,316 1,332,353
Total capitalization 1,814,254 1,387,407
CURRENT LIABILITIES:
Short-term and current portion of long-term dg¥ote 10) 64,000 425,000
Accounts payable 81,206 83,351
Accrued expenses 24,138 23,016
Accrued real estate and personal property taxes 17,460 16,812
Regulatory liabilities 9,263 8,862
Accrued income taxes 2,864 -
Accrued interest 31,008 31,180
Customer deposits 23,142 20,772
Other current liabilities 11,372 10,286
Total current liabilities 264,453 619,279
DEFERRED CREDITS AND O THER LONG-TERM LIABILITIES:
Regulatory liabilities 550,432 516,992
Accumulated deferred income taxes - net 351,161 373,244
Non-current income tax liability 5,354 4,757
Unamortized investment tax credit 9,761 11,433
Accrued pension and other postretirement benefits 258,171 199,288
Miscellaneous 18,066 25,580
Total deferred credits and other long-terabilities 1,192,945 1,131,294
COMMITMENTS AND CONTINGENCIES (Note 13)
TOTAL $ 3,271,652 $ 3,137,980

See notes to consolidated financial statements.



IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Cash Flows
For the Years Ended December 31, 2011, 2010 and 200

(In Thousands)

2011 2010 2009
CASH FLOWS FROM OPERATIONS:
Net income $ 60,575 $ 79,947 $ 73,768
Adjustments to reconcile net income to net caslvided by operating activities:
Depreciation and amortization 169,421 163,337 159,706
Amortization of regulatory assets 2,529 6,777 7,726
Deferred income taxes and investment tax cexljiistments - net (8,889) (5,759) (22,394)
Loss on early extinguishment of debt 15,422 - -
Termination of interest rate swap (12,572) - -
Allowance for equity funds used during constiaut (3,772) (3,795) (1,807)
Gain on sale of nonutility property (13,320) - -
Change in certain assets and liabilities:
Accounts receivable 4,531 (13,389) 219
Fuel, materials and supplies (17,938) (764) (9,093)
Income taxes receivable or payable 8,272 (5,443) (2,007)
Financial transmission rights (621) (1,214) 4,353
Accounts payable and accrued expenses 2,514 19,698 570
Accrued real estate and personal property taxes 648 (6,819) (3,180)
Accrued interest 1,777 354 2,658
Pension and other postretirement benefit expens 58,883 13,473 (48,855)
Short-term and long-term regulatory assetslabdities (91,761) (32,484) 75,241
Other - net 7,385 6,612 4,794
Net cash provided by operating activities 183,084 220,531 241,699
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures - utility (209,851) (163,652) (115,363)
Purchase of investments - - (40,300)
Proceeds from sales and maturities of short-revestments 2,000 - 40,436
Proceeds from sales of assets 13,467 - -
Grants under the American Recovery and Reinvestket of 2009 7,919 5,130 -
Other (18,854) (9,690) (6,078)
Net cash used in investing activities (205,319) (168,212) (121,305)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 138,000 9,508 97,700
Short-term debt repayments (124,000) (40,000) (150,391)
Long-term borrowings, net of discount 634,581 40,000 171,850
Retirement of long-term debt and early tendenjarm (559,145) - (131,850)
Dividends on common stock (59,231) (73,200) (70,900)
Preferred dividends of subsidiary (3,213) (3,213) (3,213)
Deferred financing costs paid (8,633) (1,306) (1,517)
Other (637) (339 (560)
Net cash provided by (used in) financing activities 17,722 (68,545) (88,881)
Net change in cash and cash equivalents (4,513) (16,226) 31,513
Cash and cash equivalents at beginning of period 31,796 48,022 16,509
Cash and cash equivalents at end of period $ 27,383 31,796 $ 48,022
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest (net of amount capitalized) $ 108,488 $ 113,458 $ 115,297
Income taxes $ 37,750 $ 61,650 $ 72,000

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Common Shareholder's Deit
and Noncontrolling Interest
(In Thousands

Accumulated
Other Total Common  Cumulative
Paid in Accumulated Comprehensive Shareholder's Preferred Stock
Capital Deficit Income (Loss) Deficit of Subsidiary
2009
Beginning Balance $ 8624 $ (185533)$ - $ (9,909)% 59,784
Comprehensive Income attributable to common stock:
Net income applicable to common stock 70,555 70,555
Total Comprehensive Income attributable to comntiooks 70,555
Distributions to AES (70,900) (70,900)
Contributions from AES 1,196 1,196
Balance at December 31, 2009 $ 9,820 $ (18,878) $ - $ (9,058)% 59,784
2010
Comprehensive Income attributable to common stock:
Net income applicable to common stock 76,734 76,734
Unrealized loss on available for sale investniret
of income tax benefit of $134) (197 (197)
Total Comprehensive Income attributable to comntiooks 76,537
Distributions to AES (73,200) (73,200)
Contributions from AES 991 991
Balance at December 31, 2010 $ 10,811 $ (15,344) $ (197) $ (4,730)$ 59,784
2011
Comprehensive Income attributable to common stock:
Net income applicable to common stock 57,362 57,362
Gain on sale of available for sale investmeat (n
of income tax expense of $134) 197 197
Total Comprehensive Income attributable to comntooks 57,559
Distributions to AES (59,231) (59,231)
Contributions from AES 556 556
Balance at December 31, 2011 $ 11,367 $ (17,213)$ - $ (5,846 59,784

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2011, 2010 and 200

1. ORGANIZATION

IPALCO Enterprises, Inc. (“IPALCO”) is a holding mpany incorporated under the laws of the statadiiha.
IPALCO is a wholly-owned subsidiary of The AES Cargtion (“AES”), acquired by AES in March 2001.
IPALCO owns all of the outstanding common stockt®tubsidiaries. Substantially all of IPALCO’s iness
consists of the generation, transmission, distidinuand sale of electric energy conducted throtgprincipal
subsidiary, Indianapolis Power & Light Company (IR IPL was incorporated under the laws of thdestaf
Indiana in 1926. IPL has approximately 470,000iretesstomers in the city of Indianapolis and neigtibg cities,
towns and communities, and adjacent rural areasithlin the state of Indiana, the most distant pbeing
approximately forty miles from Indianapolis. IPLshan exclusive right to provide electric servicéhtose
customers. IPL owns and operates two primarily-foatl generating plants, one combination coal gasHfired
plant and two combustion turbines at a separageisit are all used for generating electricity.’§et electric
generation capacity for winter is 3,492 megawaits et summer capacity is 3,353 megawatts.

IPALCOQO's other direct subsidiary is Mid-America Gt Resources, Inc. (“Mid-America”). Mid-America the
holding company for IPALCQO'’s unregulated activiti®®ALCO'’s regulated business is conducted throiéih
IPALCO has two business segments: utility and nibtyutThe utility segment consists of the operasmf IPL and
everything else is included in the nonutility segine

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

IPALCO'’s consolidated financial statements are preg in accordance with generally accepted acaaginti
principles in the U.S. (“GAAP”) and in conjunctievith the rules and regulations of the Securitied BErchange
Commission. The consolidated financial statemerdide the accounts of IPALCO, its regulated wtiditibsidiary,
IPL, and its unregulated subsidiary, Mid-Americdl.iAtercompany items have been eliminated in ctidaton.
Certain costs for shared resources amongst IPIIRAACO, such as labor and benefits, are allocateshth entity
based on allocation methodologies that managensdiet/bs to be reasonable. We have evaluated sutasiequ
events through the date this report is issued.

All income of Mid-America, as well as nonoperatingome of IPL, are included below UTILITY OPERATING
INCOME in the accompanying consolidated statemehiiscome.

Use of Management Estimates

The preparation of financial statements in confeymiith GAAP requires that management make ceeatimates
and assumptions that affect the reported amourdass#ts and liabilities and disclosure of contingssets and
liabilities at the date of the financial statemeifitse reported amounts of revenues and expensegjdbe
reporting period may also be affected by the egégand assumptions management is required to rAakeal
results may differ from those estimates.

Reclassifications

Certain prior period amounts have been reclassifiemnform to the current year presentation.
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Regulation

The retail utility operations of IPL are subjectthe jurisdiction of the Indiana Utility RegulatoGommission
(“IURC™). IPL’s wholesale power transactions aréjget to the jurisdiction of the Federal Energy Ratpry
Commission (“FERC"). These agencies regulate IRIil#ty business operations, tariffs, accountingpreciation
allowances, services, security issues and theasal@cquisition of utility properties. The finaricséatements of
IPL are based on GAAP, including the provision§infancial Accounting Standards Board Accountingh&geds
Codification (“ASC”) 980"Regulated Operations,iwhich gives recognition to the ratemaking and aating
practices of these agencies. See also Ndteefulatory Assets and Liabilitiesfor a discussion of specific
regulatory assets and liabilities.

Revenues and Accounts Receivable

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thraustghe month. At the end of each month, amounenefgy
delivered to customers since the date of the lasemeading are estimated and the correspondibifjathrevenue
is accrued. In making its estimates of unbilleceraxe, IPL uses complex models that consider vafamiers
including daily generation volumes, known amouritsreergy usage by certain customers, estimateddsses and
estimated customer rates based on prior perioddsll Given the use of these models, and that mestoare billed
on a monthly cycle, we believe it is unlikely timaaterially different results will occur in futurepods when
revenue is billed. As part of the estimation ofilled revenues, IPL estimates line losses on a hipiiasis. At
December 31, 2011 and 2010, customer accounts/adxteiinclude unbilled energy revenues of $44.lioniland
$57.4 million, respectively, on a base of annuatéreie of $1.2 billion and $1.1 billion in 2011 a2ef10,
respectively. Our provision for doubtful accountsluded in Other operating expenses on the accoymgan
Consolidated Statements of Income was $3.7 milsgnQ million and $4.5 million for the years end2elcember
31, 2011, 2010 and 2009, respectively.

IPL’s basic rates include a provision for fuel soa$ established in IPL’s most recent rate proogedihich last
adjusted IPL'’s rates in 1996. IPL is permittedeoaver actual costs of purchased power and fueuwoad, subject
to certain restrictions. This is accomplished tigtogquarterly Fuel Adjustment Charges (“FAC”) prodiegs, in
which IPL estimates the amount of fuel and purctigsever costs in future periods. Through thesegedings,

IPL is also permitted to recover, in future rat@sjerestimated fuel and purchased power costs gran periods,
subject to certain restrictions, and thereforeaer or underestimated costs are deferred or ad@né amortized
into fuel expense in the same period that IPL'esatre adjusted.

In addition, we are one of many transmission owonéthe Midwest Independent Transmission Systenr&ipe

Inc. ("MISQ"), a regional transmission organizatiwhich maintains functional control over the congan
transmission systems of its members and managesfahe largest energy markets in the U.S. In ti8®™market,
IPL offers its generation and bids its demand theomarket on an hourly basis. The MISO settlesetmurly

offers and bids based on locational marginal priedsch is pricing for energy at a given locaticasbd on a market
clearing price that takes into account physicaltlitions, generation, and demand throughout theQAi&gion. The
MISO evaluates the market participants’ energyreféend demand bids to economically and reliablpatish the
entire MISO system. IPL accounts for these houffigre and bids, on a net basis, in UTILITY OPERATGN
REVENUES when in a net selling position and in UMY OPERATING EXPENSES — Power Purchased when in
a net purchasing position.

Contingencies

IPALCO accrues for loss contingencies when the arhofithe loss is probable and estimable. IPL I§estt to
various environmental regulations, and is involiredertain legal proceedings. If IPL’s actual eowimental and/or
legal obligations are different from our estimatég, recognition of the actual amounts may havetenal impact
on our results of operations, financial conditiand cash flows; although that has not been thedaréeg the
periods covered by this report. As of December2®1,1 and 2010, total loss contingencies accrued 2
million and $2.3 million, respectively, which wereluded in Other Current Liabilities on the accanping
Consolidated Balance Sheets.
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Concentrations of Risk

Substantially all of IPL’s customers are locatethim the Indianapolis area. In addition, approxieha64% of
IPL’s full-time employees are covered by collectbargaining agreements in two bargaining unitdhgsizal unit
and a clerical-technical unit. IPL’s current cootravith the physical unit expires on December 3,28nd the
contract with the clerical-technical unit expiresbFuary 10, 2014. Additionally, IPL has long-teraatcontracts
with five suppliers, with about 45% of our existiogal under contract coming from one supplier. &utiglly all
of the coal is currently mined in the state of ar.

Allowance For Funds Used During Construction

In accordance with the Uniform System of Accountesspribed by FERC, IPL capitalizes an allowancelernet
cost of funds (interest on borrowed funds and aaeable rate of return on equity funds) used foistroiction
purposes during the period of construction witloaesponding credit to income. IPL capitalized antswsing
pretax composite rates of 8.6%, 8.8%, and 8.8%ndw011, 2010, and 2009, respectively.

Utility Plant and Depreciation

Utility plant is stated at original cost as defirfed regulatory purposes. The cost of additionattiity plant and
replacements of retirement units of property amrged to plant accounts. Units of property replameabandoned
in the ordinary course of business are retired ftioenplant accounts at cost; such amounts, legagml are charged
to accumulated depreciation. Depreciation is comgbibty the straight-line method based on functioat@s
approved by the IURC and averaged 3.9%, 4.0%, &% during 2011, 2010 and 2009, respectively. Daption
expense was $166.3 million, $160.5 million, and&@5million for the years ended December 31, 2@010 and
2009, respectively.

Derivatives

We have only limited involvement with derivativedincial instruments and do not use them for tragimgoses.
IPALCO accounts for its derivatives in accordanédwSC 815"Derivatives and Hedging."PL had one interest
rate swap agreement, which was terminated in Noee@®11. IPL entered into this agreement as a mefans
managing the interest rate exposure on a $40 millisecured variable-rate debt instrument. Thedatesettlement
amounts from the swap agreement prior to its tesition were reported in the financial statements esmponent
of interest expense.

In addition, IPL has entered into contracts invedythe physical delivery of energy and fuel. Beeahese
contracts qualify for the normal purchases and mbsales scope exception in ASC 815, IPL has aldctaccount
for them as accrual contracts, which are not aefuiir changes in fair value.

Fuel, Materials and Supplies

We maintain coal, fuel oil, materials and suppiiegentories for use in the production of electsicithese
inventories are accounted for at the lower of cosharket, using the average cost.

Income Taxes

IPALCO includes any applicable interest and peesltelated to income tax deficiencies or overpaysigrthe
provision for income taxes in its Consolidated &tants of Income. The income tax provision inclugiess
interest income/(expense) of $0.0 million, $0.7lioil and ($0.1 million) for the years ended Decenife 2011,
2010 and 2009, respectively.

Deferred taxes are provided for all significant pamary differences between book and taxable incdihe.effects
of income taxes are measured based on enacteditavsites. Such differences include the use olerated
depreciation methods for tax purposes, the uséfefent book and tax depreciable lives, ratesiarskrvice dates
and the accelerated tax amortization of pollutiontml facilities. Deferred tax assets and liala@$tare recognized
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for the expected future tax consequences of egiglifierences between the financial reporting andréporting
basis of assets and liabilities. Those income taggable which are includable in allowable costsédemaking
purposes in future years are recorded as regulagssts with a corresponding deferred tax liabilityestment tax
credits that reduced federal income taxes in tlaesythey arose have been deferred and are beingizedao
income over the useful lives of the propertiesdocaidance with regulatory treatment. Contingetiliges related
to income taxes are recorded in accordance with A8CIncome Taxes.”

Cash and Cash Equivalents

We consider all highly liquid investments purchaséith original maturities of three months or lesshe date of
acquisition to be cash equivalents.

Repair and Maintenance Costs

Repair and maintenance costs are expensed asadcurr

Per Share Data

IPALCO is a wholly-owned subsidiary of AES and does report earnings on a per-share basis.
New Accounting Pronouncements

Financial Accounting Standards Board Accountingn8trds Codification 860

In June 2009, the Financial Accounting Standardsr&¢‘'FASB”) issued Statement of Financial Accongti
Standards (“SFAS”) 166Accounting for Transfers of Financial Assétshich amends SFAS 140 and changed the
accounting rules for certain sales of accountsivabée effective January 1, 2010, among other thitigALCO has
one such arrangement that was impacted by SFASAKSS result of the adoption of SFAS 166, now kn@sn

ASC 860, the accounts receivable sale arrangensénwekn IPL, IPL Funding Corporation (“IPL Fundingiid

third party purchasers is now treated as a coliiredd borrowing for financial reporting purposegther than as a
sale, as was previously the case. Please refeot® N0, Tndebtednessincluded in this Form 10-K for more
information.

Fair Value Measurement (Topic 820)

In May 2011, the FASB issued Accounting Standargdddtie Topic 820Fair Value Measurement Amendments to
Achieve Common Fair Value Measurement and DiscioRaquirements in U.S. Generally Accepted Accagintin
Principles and International Financial Reportinga8tiards” The amendments in this update result in comnain f
value measurement and disclosure requirements Wwh&iGenerally Accepted Accounting Principles and
International Financial Reporting Standards. Cousatly, the amendments change the terminology tesed
describe many of the requirements under U.S. GHnérecepted Accounting Principles for measuring faalue
and for disclosing information about fair value m@@ments. For many of the requirements, the FAS® dot
intend for the amendments in this update to réswdtchange in the application of the requiremanfBopic 820.
Some of the amendments clarify the FASB’s interudithe application of existing fair value measueamn
requirements. Other amendments change a partiotiteniple or requirement for measuring fair valudar
disclosing information about fair value measurersefihe amendments in this update are effectivéPiaLCO
beginning January 1, 2012 and are currently noéebgal to have a material effect on IPALCO’s comsibd
financial statements.

Comprehensive Income (Topic 220)
In June 2011, the FASB issued Accounting Standdpttate Topic 220Presentation of Comprehensive Income
Under the amendments in this update, an entityHesption to present the total of comprehensicerime, the

components of net income, and the components ef attmprehensive income either in a single contisuo
statement of comprehensive income or in two sepdmait consecutive statements. The amendmentssimpliate
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are effective for IPALCO beginning January 1, 2@h#2 are currently not expected to have a mateffiedteon
IPALCO'’s consolidated financial statements.

3. INVESTMENT IN LONG-TERM DEBT SECURITIES

IPL had no investments in debt securities at De@grith, 2011. As of December 31, 2010, IPL’s investhin debt
securities consisted of available-for-sale debustes of $41.7 million. Auction rate securitiesthva recorded
value of $1.7 million as of December 31, 2010 wireidated during the first quarter of 2011 at tHace amount
of $2.0 million. IPL’s investment in variable ralemand notes at December 31, 2010 consisted &#hdlillion
City of Petersburg, Indiana, Pollution Control Refing Revenue Bonds Adjustable Rate Tender Seesigteries
1995B, Indianapolis Power & Light Company Projéd905B Bonds”). Beginning on May 6, 2009, as a lest
downgrades in the bond insurer’s credit ratings,svap counterparty exercised its right to payé@steto IPL at the
alternative floating rate. As a result, IPL’s effee interest rate for the 1995B Bonds as of Audist2009,
including the interest rate swap agreement, inec&®m 5.21% to approximately 12% per annum. Ipt&aber
2009, in accordance with the terms of the 1995BdBoiPL converted the 1995B Bonds from tax-exemgxkdy
interest rate mode to commercial paper mode amdtgid the remarketing agent to no longer remahie19958
Bonds. In connection with this conversion all of tiutstanding 1995B Bonds were tendered back ttruk&se. In
accordance with the terms of IPL's committed liqwyidacility, the trustee drew $40 million agairibts facility to
fund the tender and the trustee began holding28&R Bonds on IPL’s behalf. These bonds did not bearest
while in commercial paper mode since they were bglthe trustee; however IPL continued to be lidbla swap
counterparty for 5.21% interest. As part of a definancing, the 1995B Bonds were redeemed in Ndezra011.
See Note 10,lhdebtednesdor further discussion.

4, REGULATORY MATTERS
General

IPL is subject to regulation by the IURC as tosisvices and facilities, the valuation of propetttyg construction,
purchase, or lease of electric generating fadilitibe classification of accounts, rates of deptami, retail rates and
charges, the issuance of securities (other thatesees of indebtedness payable less than twelvéhmafter the
date of issue), the acquisition and sale of sonmdigutility properties or securities and certather matters.

In addition, IPL is subject to the jurisdictiontbie FERC with respect to short-term borrowing rmgfulated by the
IURC, the sale of electricity at wholesale andtta@smission of electric energy in interstate commagthe
classification of accounts, reliability standardsd the acquisition and sale of utility propertyértain
circumstances as provided by the Federal PowerA&ch regulated entity, IPL is required to useaiaraccounting
methods prescribed by regulatory bodies which nitigrdrom those accounting methods required tased by
unregulated entities.

IPL is also affected by the regulatory jurisdictiofithe U.S. Environmental Protection Agency (“EpAt the
federal level, and the Indiana Department of Envinental Management at the state level. Other sogmif
regulatory agencies affecting IPL include, butmoelimited to, North American Electric Reliabilitgorporation,
the U.S. Department of Labor and the Indiana Odibopal Safety and Health Administration.

FAC and Authorized Annual Jurisdictional Net Operating Income

IPL may apply to the IURC for a change in IPL’sIfabarge every three months to recover IPL’s estiohéuel
costs, including the energy portion of purchaseggyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegp@wboth so as to provide electricity to its Hetastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electlitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measunedees, exceeds a utility’s authorized annudddgiictional net
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operating income and there are not sufficient @gplie cumulative net operating income deficienagainst which
the excess rolling twelve month jurisdictional nperating income can be offset.

In IPL’s fourteen most recently approved FAC filn@-AC 81 through 94), the IURC found that IPL'ing
annual jurisdictional retail electric net operatingome was lower than the authorized annual jigihal net
operating income. FAC 94 includes the twelve moetided October 31, 2011. In IPL's FAC 76 througHil@ys,
the IURC found that IPL’s rolling annual jurisdiotial retail electric net operating income was gretitan the
authorized annual jurisdictional net operating imeo Because IPL has a cumulative net operatingieco
deficiency, it has not been required to make custafunds in its FAC proceedings. However, |PL i@yviously
offered voluntary credits to its customers to attapcerns raised by the IURC regarding IPL’s l@fedarnings.

Purchased power costs below an established benklar@apresumed to be recoverable fuel costs. Thertu
benchmark is based on natural gas prices. Purclpaseer costs over the benchmark not recovered &om
customers have not had a material impact on outtsesf operations, financial condition, or cashwi to date.

Environmental Compliance Cost Recovery AdjustmentECCRA”)

IPL may apply to the IURC for approval of a ratgustinent known as the Environmental Compliance Cost
Recovery Adjustment (“‘ECCRA”) every six months ézover costs to install and/or upgrade Clean Coal
Technology (“CCT") equipment. The total amountBf.ls CCT equipment approved for ECCRA recoveryfas o
December 31, 2011 was $615.4 million. The jurisdi@l revenue requirement that was approved byURC to
be included in IPL’s rates for the six month perfoaim September 2011 through February 2012 wassh#dlion.

The EPA released the final Utility MACT rule in De=ober 2011 to address HAP emissions from certaictrid
generating power plants, including mercury, asudised in ‘Environmental Matters — Utility MACT We had
suspended our plan to install the mercury emissiomsitoring equipment until the new rule was finall and are
now in the process of determining when to proceh tlve installation of such equipment as well dmtother
equipment is necessary to comply with the finaliytMACT rule. The cost of compliance with suctgtgations
could be material and could adversely affect owiress, cash flows and results of operations. Wesaak
recovery of any operating or capital expendituetated to air pollution control technology to reduegulated air
emissions; however, there can be no assurancea¢habuld be successful in that regard.

During the years ended December 31, 2011, 201@@08, we made $64.4 million, $53.1 million, and &1
million, respectively, in CCT expenditures. The ardy of such costs are recoverable as a restlie@ECCRA
filings described above.

Demand-Side Management and IPL’s Smart Energy Projet

In 2004, the IURC initiated an investigation to ewae the overall effectiveness of Demand Side Manamnt
(“DSM”) programs throughout the State of Indiana &m consider any alternatives to improve DSM penfance
statewide. On December 9, 2009, the IURC issuedraefic DSM Order that found that electric utilitsject to
its jurisdiction must meet an overall goal of arlreast-effective DSM programs that reduce retddwatt hours
(“kwh") sales (as compared to what sales would Hseen excluding the DSM programs) of 2% per yea?2@4o
(beginning in 2010 at 0.3% and growing to 2.0%042, and subject to certain adjustments). The I@RG found
that all jurisdictional electric utilities have participate in five initial, statewide core DSM grams, which will be
administered by a third party administrator. Consedly, our DSM spending, both capital and opegatill
increase significantly going forward, which wilkély reduce our retail energy sales and the assacravenues.

Prior to the issuance of the Generic DSM Order, fileld a petition seeking relief for substantive @ $rograms.
IPL proposed a DSM plan to be considered in twosphaThe first phase (Phase 1) sought recoverydditional-
type DSM programs such as residential home weatt@n and energy efficiency education programg THRC
issued an Order in February 2010 that approvegrhgrams included in IPL's Phase | request. In afdito IPL’s
recovery of the direct costs of the DSM prograre, @rder also included an opportunity for IPL toeige
performance based incentives. The second phassgMhaought recovery for “Advanced” DSM prograamsi
was coincident with IPL’s application for a smaridgfunding grant from the Department of EnergyeAdvanced
DSM programs included an Advanced Metering Infiasire communication backbone as well as two-watgrae
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and home area network devices for certain of IRUStomers. In February 2010, the IURC issued aeiQtht
approved IPL’s Phase Il program, but denied IPe&uest to timely recover its expenditures. Insté&id would
need to seek recovery of the costs incurred unsi&hase Il program during its next basic rate paseeeding.

In October 2010, IPL filed a petition with the IURG approval of its plan to comply with the [IURGZeneric
DSM Order. In November 2011, IPL received apprdrah the IURC for a new three-year DSM budget fatal
$63.1 million that includes the opportunity for flemance based incentives.

In 2010, IPL was awarded a smart grid investmeaigior $20 million as part of its $48.9 million 8mEnergy
Project (including smart grid technology), whicHIvprovide its customers with tools to help themrmefficiently
use electricity and upgrade IPL’s electric deliveygtem infrastructure. Under the grant, the U.&dtment of
Energy is providing nontaxable reimbursements toft® up to $20 million of capitalized costs assded with
IPL's Smart Energy Project. These reimbursemem$aing accounted for as a reduction of the capilSmart
Energy Project costs. Through December 31, 201hawve received total grant reimbursements of $a8litbn
since the 2010 project inception.

Tree Trimming Practices Investigation

In February 2009, an IPL customer filed a complalaiming our tree trimming practices were unreadd® and
expressed concerns with language contained inaoifi that addressed our tree trimming and treeonaahrights.
Subsequently, the IURC initiated a generic invesiam into electric utility tree trimming practicasd tariffs in
Indiana. In November 2010, the IURC issued an oirdéite investigation, which imposed additionaluiegments
on the conduct of tree trimming. The order includegluirements on utilities to provide advance custonotice
and obtain customer consent or additional easenfemtisting easements and rights of way are insigffit to
permit pruning in accordance with the required stdustandards or in the event that a tree wouddinie have
more than 25% of its canopy removed. The orderdilsxted that a rulemaking would be initiatedualier
address vegetation management practices.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in cas# emergency or public safety, utilities may,heiit customer
consent, remove more than 25% of a tree or trinobeexisting easement or right of way boundariagioedy the
situation. The IURC is currently in the procespadmulgating formal rules to implement the ordere @hd other
interested parties are participating in this rulkim@ process. It is not possible to predict thecouate of the
rulemaking process, but this could adversely impactdistribution reliability and significantly inease our
vegetation management costs and the costs of defpadr vegetation management program in litigatishich
could have a material impact on our consolidatedrfcial statements.

Wind Power Purchase Agreements

We are committed under a power purchase agreem@uirthase approximately 100 megawatts of wind igeee
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 megawatts of wind geeeraectricity for 20 years from a project in M@sota,
which began commercial operation in October 201&.AAve authority from the IURC to recover the cfstdoth
of these agreements through an adjustment mechadisnmistered within the FAC.

MISO Real Time Revenue Sufficiency Guarantee

The MISO collects Revenue Sufficiency GuaranteeS@GR) charges from market participants to pay faregation
dispatched when the costs of such generation anecovered in the market clearing price. Overpgast several
years, there have been disagreements betweensiei@garties regarding the calculation methodofogiRSG
charges and how such charges should be allocatéd individual MISO participants. The MISO has ihed their
methodology multiple times. Per past FERC orderflécember 2008, the MISO filed with the FERC itspgosed
revisions and clarifications to the calculatiortlod RSG charges and had begun to use its new nudtigydn
January 2009, including making resettlements ofiptes calculations. In the second quarter of 2008 FERC
withdrew its previous orders related to RSG chaagekfurther directed MISO to cease the ongoingkatar
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resettlements and refund process and to recomglarnounts paid and collected in order to retuch eaarket
participant to the financial state it was in beftire refund process began. This has the potentjaldation that IPL
would no longer be entitled to refunds that were ttulPL under the previous order for periods betwApril 1,
2005 and November 4, 2007.

In July 2009, IPL filed a Request for Clarificationalternately a Request for Rehearing on thiseigsdone. In
addition to our requests, other interested pahiza® expressed interest in a different model otaling RSG
charges. Another factor that affects how RSG clsimgeact IPL is our ability to recover such costsf our
customers through our FAC and/or in a future begtie case proceeding. Under the methodology cuyrienéffect,
RSG charges have little effect on IPL’s financtatements as the vast majority of such chargesarsidered to be
fuel costs and are recoverable through IPL’s FAfiJerthe remainder are being deferred for futumvery in
accordance with generally accepted accounting iptesin the U.S. However, the IURC's orders in ®EAC 77,
78 and 79 proceedings approved IPL’s FAC factoamimterim basis, subject to refund, pending theame of the
FERC proceeding regarding RSG charges and any gudseappeals therefrom. On August 30, 2010, FERGed
an order approving the RSG Redesign as previoisty inder Section 206 on February 23, 2009 andired
MISO to make a compliance filing with the chang@a.October 29, 2010 the MISO made its complianogfi
regarding the RSG Redesign, and indicated thadbildvsubsequently file under Section 205 modifmagito the
RSG Redesign rate. The MISO also indicated it ebgukto be ready to implement the RSG Redesigroratdarch
1, 2011. On February 15, 2011, the MISO filed teeachits December 1, 2010 filing modifying the RS&dBsign
rate, to change the effective date of the propasedifications to April 1, 2011. FERC issued its ergartially
accepting the filings on March 31, 2011. On Mag@11, MISO submitted a request for rehearing aifatation of
FERC’s March 31, 2011 order regarding the allocatibthe cost of RSG. As a result, it is not polsstb predict
how these proceedings will ultimately impact IPLt e do not believe they will have a material icipan our
financial statements.

MISO Transmission Expansion Cost Sharing and FERC @ler 1000

Beginning in 2007, MISO transmission owners inagdiPL began to share the costs of transmissioaresipn
projects with other transmission owners after qudjects were approved by the MISO board of dinsctopon
approval by the MISO board of directors the trarssioin owners must make a good faith effort to baiid/or pay
for the projects. Costs allocated to IPL for thejpcts of other transmission owners are colleciethb MISO per
their tariff. See also Senate Bill 251 below untienvironmental Matter$

On July 21, 2011, the FERC issued Order 1000, amgrtde transmission planning and cost allocation
requirements established in Order No. 890. Thradgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéosamend their open access transmission tariffieseribe how
public policy requirements will be considered indband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neigligpottiansmission planning regions for interregidaallities.

The MISO'’s approved tariff in part already compheish Order 1000. However, Order 1000 will resualithanges
to transmission expansion costs charged to useotBO. Such changes relate to public policy rezpuints for
transmission expansion within the MISO footprint¢is as to comply with renewable mandates of ottaes
within the footprint. These charges are difficoltetstimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apatovhrough
December 31, 2011, we have deferred as a regulasset $2.3 million of MISO transmission expangiosts.
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5. UTILITY PLANT IN SERVICE

The original cost of utility plant in service segag¢ed by functional classifications, follows:

As of December 31,

2011 2010
(In Thousands)
Production $ 2,684,443 $ 2,509,755
Transmission 238,762 239,454
Distribution 1,219,070 1,184,433
General plant 170,740 163,24
Total utility plant in service $ 4,313,015 $ 4,096,883

Substantially all of IPL’s property is subject t$865.3 million direct first mortgage lien, as oé&@mber 31, 2011,
securing IPL’s first mortgage bonds. Property urgigital leases as of December 31, 2011 and 2040 wa
insignificant. Total non-legal removal costs ofittiplant in service at December 31, 2011 and 2@&@e $552.0
million and $522.6 million, respectively and tolfjal removal costs of utility plant in serviceCetcember 31,
2011 and 2010 were $16.6 million and $15.6 milli@mspectively. Please see Noté/&sset Retirement
Obligations” for further information.

IPL anticipates material additional costs to compith various pending and final federal legislateomd regulations
and itis IPL’s intent to seek recovery of any diddial costs. The majority of the expendituresdonstruction
projects designed to redus@fur dioxides and mercury emissions are recoverfabm jurisdictional retail
customers as part of IPL's CCT projects, howeviegesjurisdictional retail rates are subject toulagpry approval,
there can be no assurance that all costs will bevexed in rates.

6. FAIR VALUE MEASUREMENTS

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgther speculative purposes. The estimated &irevof financial
instruments has been determined by using avaitabl&et information and appropriate valuation metiodies.
However, considerable judgment is required in prteting market data to develop the estimates ofv&lue.
Accordingly, the estimates presented herein arm@o¢ssarily indicative of the amounts that we @¢oeblize in a
current market exchange. The use of different miaaksumptions and/or estimation methodologies raag la
material effect on the estimated fair value amaunts

Cash Equivalents

As of December 31, 2011 and 2010, our cash equitsat®onsisted of money market funds. The fair valueash
equivalents approximates their book value dueeg ghort maturity, which was $5.9 million and $2 nillion as
of December 31, 2011 and 2010, respectively.

Investments in debt securities

As of December 31, 2011 and December 31, 2010nwastment in debt securities consisted of availdbi-sale
debt securities of $0.0 million and $41.7 millieaspectively. Auction rate securities with a reeatdalue of $1.7
million as of December 31, 2010 were liquidatedmiyithe first quarter of 2011 at their face amonfrs2.0
million. IPL’s investment in variable rate demamates at December 31, 2010 consisted of the $46omill995B
Bonds, which were redeemed in November 2011.
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Customer Deposits

Our customer deposits do not have defined matdatgs and therefore, fair value is estimated tthbeamount
payable on demand, which equaled book value. Custdeposits totaled $23.1 million and $20.8 millamof
December 31, 2011 and 2010, respectively.

Pension Assets

As of December 31, 2011, IPL’s pension assetsearegnized at fair value in the determination of wetraccrued
pension obligation in accordance with the guiddiastablished in ASC 715 and ASC 820, which is ritesd
below. For a complete discussion of the impaceobgnizing pension assets at fair value, please tefNote 12,
“Pension and Other Postretirement Benéfits

Indebtedness

The fair value of our outstanding fixed rate ded been determined on the basis of the quoted batikes of the
specific securities issued and outstanding. Irageircumstances, the market for such securites imactive and
therefore the valuation was adjusted to considangas in market spreads for similar securities oAdiagly, the
purpose of this disclosure is not to approximagwhlue on the basis of how the debt might be aefied.

The following table shows the face value and tleviaue of fixed rate and variable rate indebtes$rfor the
periods ending:

December 31, 2011 December 31, 2010
Face Fair Face Fair
Value Value Value Value
(In Millions)
Fixed-rate $ 17653 $ 19449 $ 16327 $ 1,719.8
Variable-rate 64.0 64.0 30D 130.0
Total indebtedness $ 18293 $ 20089 $ 17627 $ 1,849.8

The difference between the face value and the iceymalue of this indebtedness represents unamedrtiiscounts
of $5.0 million and $5.3 million at December 31,120and December 31, 2010, respectively.

Fair Value Hierarchy

ASC 820 defined and established a framework forsmeag fair value and expands disclosures abouvéie
measurements for financial assets and liabilities are adjusted to fair value on a recurring baistBor financial
assets and liabilities that are measured at féirevan a nonrecurring basis, which have been aaljust fair value
during the period. In accordance with ASC 820, weehcategorized our financial assets and liakslitieat are
adjusted to fair value, based on the priority @& ithputs to the valuation technique, following theee-level fair
value hierarchy prescribed by ASC 820, as follows:

Level 1 - unadjusted quoted prices for identicakss or liabilities in an active market.

Level 2 - inputs from quoted prices in markets vehieading occurs infrequently or quoted pricesnstruments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefewn assumptions about the inputs used in pritliegasset or
liability.

IPALCO had one financial asset measured at fairevah a nonrecurring basis, which has been ad]tstidr

value during the periods coved by this report @uenpairment losses. In 2011 and 2010, we recoitdedirments
on this nonutility investment of $1.6 million and.8 million respectively, as the investment wasndeg to be other
than temporarily impaired. In making this deterntioia, we considered, among other things, the amandtlength
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of time of impairment of the individual investmetisld by the fund as well as the future outlookwdh
investments. Because the investment is not pultlialyed and therefore does not have a quoted mariket the
impairment loss was based on our best availablmats of the fair value of the investment, whichblirded
primarily unobservable estimates (Level 3). Theorded value for this asset was $1.9 million at Daloer 31,
2011.

As of December 31, 2011 and 2010, all (excludingspEn assets — see Note 1Petision and Other Postretirement
Benefit§) of IPALCO'’s financial assets or liabilities maasd at fair value on a recurring basis were canrsidl
Level 3, based on the fair value hierarchy. Thiofaing table presents those financial assets afulities:

Fair Value Measurements
Using Level 3 at
December 31, 2011  December 31, 2010
(In Thousands)

Financial assets:

Investments in debt securiti€s $ - $ 41,669

Financial transmission rights 778 2,158
Total financial assets measured at fair value $ 2779 $ 43,827
Financial liabilities:

Interest rate swayy $ - 3 9,426

Other derivative liabilities 181 193
Total financial liabilities measured at fair value $ 181 $ 9,619

M These investments were terminated in 2011 with aterial impact to the consolidated financial stasts.

The following table sets forth a reconciliationfisfancial instruments classified as Level 3 in thie value
hierarchy (note, amounts in this table indicateyiag values, which approximate fair values):

Derivative Financial

Instruments, net Investments in
Liability Debt Securities Total
(In Thousands)

Balance at January 1, 2010 $ (7,433) $ 42,000 $ 4,557
Unrealized losses recognized in OCI - (331) (331)
Unrealized losses recognized in earnings (22) - j22
Unrealized loss recognized as a regulatory ligbilit (2,015) - (2,015)
Issuances and settlements, net 0092, - 2,009

Balance at December 31, 2010 $ (7,461) $ 41669 $ 4,28
Unrealized gain recognized in OCI - 331 331
Unrealized losses recognized in earnings (15) - (15)
Unrealized loss recognized as a regulatory ligbilit (5,095) - (5,095)
Issuances 8,085 - 8,085
Settlements 7,084 (42,000) (3891

Balance at December 31, 2011 $ 2598 % - $ 2598

Valuation Techniques

Financial Transmission Rights

In connection with IPL’s participation in the MIS@,the second quarter of each year IPL is grafitedhcial
instruments that can be converted into cash omieinhTransmission Rights (“FTRs”) based on IPIdseicasted

peak load for the period. FTRs are used in the Mh&®ket to hedge IPL’s exposure to congestion @srghich
result from constraints on the transmission syst@in.converts all of these financial instrument®iRTRs. IPL’'s
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FTRs are valued at the cleared auction prices Té&tsHn the MISO’s annual auction. Because of tfieequent
nature of this valuation, the fair value assigreethe FTRs is considered a Level 3 input undefahiesalue
hierarchy required by ASC 820. An offsetting regaitg liability has been recorded as these reveouessts will
be flowed through to customers through the FACsiah, there is no impact on our Consolidated Statésiof
Income.

7. REGULATORY ASSETS AND LIABILITIES

Regulatory assets represent deferred costs ort€tbdi have been included as allowable costsaalitsrfor
ratemaking purposes. IPL has recorded regulat@gtasr liabilities relating to certain costs adits as authorized
by the IURC or established regulatory practicesdcordance with ASC 980. IPL is amortizing non tebated
regulatory assets to expense over periods rangimg I to 35 years. Tax-related regulatory assgiesent the net
income tax costs to be considered in future regofgtroceedings generally as the tax-related ansoang paid.
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The amounts of regulatory assets and regulatdoilitias at December 31 are as follows:

2011

2010

Recovery Period

Regulatory Assets

(In Thousands)

Current:
Deferred fuel under-collection $ B09 $ -
Demand-Side Management program
costs 326 -
Total current regulatory assets 7,424 -
Long-term:
Unrecognized pension and other
postretirement benefit plan costs 306,923 235,371
Income taxes recoverable from
customers 49,525 66,38
Deferred MISO costs 80,367 71,048
Unamortized Petersburg unit 4 carrying
charges and certain other costs 15,466 16,520
Unamortized reacquisition premium on
debt 29,086 14,249
Unrealized loss on interest rate swap - 9,426
Environmental project costs 4,545 3,491
Other miscellaneous 20 257
Total long-term regulatory assets 485,932 416,749
Total regulatory assets $ 493,356 $ 416,749
Regulatory Liabilities
Current:
Deferred fuel over-collection $ - $ 1,439
FTR’s 2,779 2,158
Fuel related 2,500 405
Environmental project costs 3,984 4,125
Demand-Side Management program
costs - 357
Total current regulatory liabilities 9,263 8,862
Long-term:
ARO and accrued asset removal costs 6,928 508,609
Unamortized investment tax credit 6,370 7,790
Fuel related 7,142 593
Total long-term regulatory liabilities 550,432 516,992
Total regulatory liabilities $ 559,695 $ 525,854

Through 20%2

Through 2018

Various

Various
To be determiri@d

Through 2026

Over agrng life of debt

Through 2023
Through 2021
To be determirf@d

Through 202
Through 2013Y
Through 2019
Through 20§2

Through 2018

Not Applicable
Through 2021
To be determinéd

@ Recovered (credited) per specific rate orders
@ Recovery is probable but timing not yet determined
@ Recovered with a current return

@ Per IURC Order, will offset MISO transmission expim costs beginning October 2011

Deferred Fuel

Deferred fuel costs are a component of currentlaggiy assets and are expected to be recoveredgifoture
FAC proceedings. IPL records deferred fuel in adance with standards prescribed by the FERC. Tfezrdd fuel
adjustment is the result of variances between estidifuel and purchased power costs in IPL's FA€Caatual fuel
and purchased power costs. IPL is permitted towerconderestimated fuel and purchased power coststire
rates through the FAC proceedings and thereforedbts are deferred and amortized into fuel expenges same
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period that IPL’s rates are adjusted. Deferred fuas a regulatory asset of $7.1 million as of Ddoen31, 2011
and a regulatory liability of $1.4 million as of Bember 31, 2010, respectively. The deferred fusttascreased
$8.5 million in 2011 as a result of IPL underestimgits fuel costs for 2011.

Unrecognized Pension and Postretirement Benefit PliaCosts

In accordance with ASC 7I'®ompensation — Retirement Benefiatid ASC 980, we recognize a regulatory asset
equal to the unrecognized actuarial gains and $ossd prior service costs. Pension expenses asedezstbased on
the benefit plan’s actuarially determined pensiahility and associated level of annual expensdsetoecognized.
The other postretirement benefit plan’s deferremefiecost is the excess of the other postretirdrhenefit liability
over the amount previously recognized.

Deferred Income Taxes

This amount represents the portion of deferredrimetaxes that we believe will be recovered thrdudlre rates,
based upon established regulatory practices, wigchit the recovery of current taxes. Accordinghys regulatory
asset is offset by a deferred tax liability anebipected to be recovered, without interest, oveptriod underlying
book-tax timing differences reverse and becomeetiitiaxes.

Deferred MISO Costs

These consist of administrative costs for transimisservices, transmission expansion cost shaaing,certain
other operational and administrative costs fromMh8O market. IPL received orders from the IURCttpanted
authority for IPL to defer such costs and seekvenpin a future basic rate case. Recovery of thests is
believed to be probable, but not certain. See MgtRegulatory Matters.”

Unrealized Loss on Interest Rate Swap

The interest rate swap on the 1995B Bonds was teseitigate interest rate risk. The swap was appidwy the
IURC as part of IPL's 1994 financing order. Theealized loss on the swap was considered in therdetation of
IPL’s cost of capital for rate making purposeshese amounts are realized through the periodiesetht
payments under the swap. In November 2011, we textend the interest rate swap for $12.6 millioradaordance
with ASC 980, IPALCO has recognized a regulatogeagqual to the $12.6 million termination costha interest
rate swap, which is included in unamortized redtiorspremium on debt in the above table.

Asset Retirement Obligation and Accrued Asset Rema} Costs
In accordance with ASC 715 and ASC 980, IPL, aletgd utility, recognizes the cost of removal comgat of its

depreciation reserve that does not have an assdd&gal retirement obligation as a deferred lighiT his amount
is net of the portion of legal Asset Retirementi@dgions (“ARQ”) costs that is currently being rgeced in rates.
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8. ASSET RETIREMENT OBLIGATIONS

ASC 420“Exit or Disposal Cost Obligations’addresses financial accounting and reportingefgall obligations
associated with the retirement of long-lived ast#&sresult from the acquisition, constructionyelepment and/or
normal operation. A legal obligation for purposé®\8C 420 is an obligation that a party is requitedettle as a
result of an existing law, statute, ordinance, temitor oral contract or the doctrine of promissestoppel. ARO
liability is included in Miscellaneous on the acqmmnying Consolidated Balance Sheets.

IPL’s ARO relates primarily to environmental issuegolving asbestos, ash ponds, landfills and nliseeous
contaminants associated with its generating plaragssmission system and distribution system. Bliewing is a
reconciliation of the ARO legal liability year ebalances:

2011 2010
(In Millions)
Balance as of January 1 $ 156 $ 147
Accretion Expense 1.0 0.9
Balance as of December 31 $ 166 $ 15.6

As of December 31, 2011 and 2010, IPL did not leveassets that are legally restricted for setitm@RO
liability.

9. SHAREHOLDER'S EQUITY
Capital Stock

IPALCOQO's no par value common stock is pledged utle’ Amended and Restated Credit and Reimbursement
Agreement as well as AES’ Collateral Trust Agreem&here have been no changes to IPALCO'’s capitaks
balances during the three years ended Decemb@021,

Dividend Restrictions

IPL's mortgage and deed of trust and its amendedes of incorporation contain restrictions on I1®hbility to
issue certain securities or pay cash dividenddo&pas any of the several series of bonds of #8ued under its
mortgage remains outstanding, and subject to ceetadeptions, IPL is restricted in the declaradod payment of
dividends, or other distribution on shares of @pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratefn the mortgage, after December 31, 1939. Timuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 31,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made atsIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsehdpart for payment.

IPL is also restricted in its ability to pay diviuts if it is in default under the terms of its dtedyreement, which
could happen if IPL fails to comply with certainvemants. These covenants, among other things,restiRli to
maintain a ratio of total debt to total capitalizatnot in excess of 0.65 to 1, in order to payd#énds. As of
December 31, 2011 and as of the filing of this red®L was in compliance with all financial covemns.and no
event of default existed.

Cumulative Preferred Stock of Subsidiary

IPL has five separate series of cumulative prefesteck. Holders of preferred stock are entitledeteive
dividends at rates per annum ranging from 4.0%@6%. During each year ended December 31, 2011 a6d
2009, total preferred stock dividends declared &€ million. Holders of preferred stock are detltto two votes
per share for IPL matters, and if four full qualtetividends are in default on all shares of thef@ired stock then
outstanding, they are entitled to elect the smiatlamber of IPL directors to constitute a majoafylPL’s board of
directors. Based on the preferred stockholderditalbd elect a majority of IPL’s board of directoin this
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circumstance, the redemption of the preferred shiareonsidered to be not solely within the contfthe issuer
and the preferred stock was considered temporanyeand presented in the mezzanine level of thted
consolidated balance sheets in accordance witretbeant accounting guidance for non-controllingiasts and
redeemable securities. IPL has issued and outstgua®i0,000 shares of 5.65% Preferred Stock, whiemaw
redeemable at par value, subject to certain résinig, in whole or in part. Additionally, IPL hag 853 shares of
preferred stock which are redeemable solely abfition of IPL and can be redeemed in whole or it gbany time
at specific call prices.

At December 31, 2011, 2010 and 2009, preferreckstonsisted of the following:

December 31, 2011 December 31,
Shares 2011 2010 2009
Outstanding Call Price Par Value, plus premium, if applicable

(In Thousands)

Cumulative $100 par value,
authorized 2,000,000 shares

4% Series 47,611 $ 118.00 $ 5410 $ 5410 $ 5,410
4.2% Series 19,331 103.00 1,933 1,933 1,933
4.6% Series 2,481 103.00 248 248 248
4.8% Series 21,930 101.00 2,193 2,193 2,193
5.65% Series 500,000 100.00 50,000 50,000 50,000
Total cumulative preferred stock 591,353 $ 59784 $ 59,784 $ 59,784

10. INDEBTEDNESS
Restrictions on Issuance of Debt

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBhtst-
term indebtedness must be approved by the FERCh#Blapproval from FERC to borrow up to $500 nillad
short-term indebtedness outstanding at any timmugir July 27, 2012. As of December 31, 2011, IRb &las
remaining authority from the IURC to, among oth@ngs, issue up to $135 million in aggregate ppatamount
of long-term debt and refinance up to $110 milliorexisting indebtedness through December 31, 28idto have
up to $250 million of long-term credit agreememntsd &quidity facilities outstanding at any one tiniBL also has
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andifmncial
covenant restrictions under our existing debt @ians. Under such restrictions, IPL is generdligveed to fully
draw the amounts available on its credit faciligfinance existing debt and issue new debt apprbyate IURC
and issue certain other indebtedness.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéarrow
money or refinance existing indebtedness are &ffieloy our credit ratings. In addition, the applieabterest rates
on IPL’s credit facility (as well as the amountagfitain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditnrgs of AES could result in IPL’s and/or IPALCO’eedit ratings
being downgraded.
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Long-T

erm Debt

The following table presents our long-term indehtess:

December 31,
Series Due 2011 2010

(In Thousands)
IPL First Mortgage Bonds (see below):

6.30% July 2013 $ 110,008 110,000
4.9094? January 2016 30,000 30,000
4.9094? January 2016 41,850 41,850
4.9094? January 2016 60,000 60,000
5.409%4 August 2017 24,650 24,650
5.75%Y August 2021 - 40,000
3.875% August 2021 55,000 -
3.875% August 2021 40,000 -
4.559%” December 2024 40,000 40,000
5.90%" December 2024 - 20,000
5.95%" December 2029 - 30,000
5.95%2 August 2030 - 17,350
6.60% January 2034 100,000 100,000
6.05% October 2036 158,800 158,800
6.60% June 2037 165,000 165,000
4.875% November 2041 140,000 -
Unamortized discount — net (1,125) (1,024)
Total IPL first mortgage bonds 964,175 836,626
IPL Unsecured Debt:
Variable® December 2015 - 40,000
Variablé? January 2023 - 40,000
6.375% November 2029 - 20,000
Total IPL unsecured debt - 100,000
Total Long-term Debt — IPL 964,175 936,626
Long-term Debt — IPALCO:
8.625% Senior Secured Notes November 2011 - 375,000
7.250% Senior Secured Notes April 2016 400,000 400,000
5.000% Senior Secured Notes May 2018 400,000 -
Unamortized discount — net (3,859) (4,273)
Total Long-term Debt — IPALCO 796,141 770,727
Total Consolidated IPALCO Long-term Debt 0736 1,707,353
Less: Current Portion of Long-term Debt - 375,000
Net Consolidated IPALCO Long-term Debt $ 1,760,316 $% 1,332,353

(@)

@

(©)

4)

First Mortgage Bonds are issued to the city of Bbigrg, Indiana, to secure the loan of proceeds frarious tax-exempt
instruments issued by the city.

First Mortgage Bonds are issued to the Indianarfeie@uthority, to secure the loan of proceeds ftbentax-exempt
bonds issued by the Indiana Finance Authority.

Outstanding draw on a credit facility in order torghase the 1995B Bonds. The facility was refindrineDecember
2010. Please se&ihe of Credit below for details.

Please se®/ariable-Rate Unsecured Debtelow for details regarding 1995B Bonds and thegted swap agreement.
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IPL First Mortgage Bonds and Indiana Finance AutlhoBond Issuances

The mortgage and deed of trust of IPL, togethehn Wit supplemental indentures thereto, securdrtarfortgage
bonds issued by IPL. Pursuant to the terms of thegage, substantially all property owned by IPkubject to a
first mortgage lien securing indebtedness of $964lBon as of December 31, 2011. The IPL first tgage bonds
require net earnings as calculated thereunder leastttwo and one-half times the annual intelegtirements
before additional bonds can be authenticated obdbkes of property additions. IPL was in compliangé such
requirements as of December 31, 2011.

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipaiunt of $40.0 million of 3.875% Environmentathities
Refunding Revenue Bonds Series 2011B (Indianapaiiger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfiref mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adterg 5.75% IPL first mortgage bonds, and for tbhastruction,
installation and equipping of pollution control figées, solid waste disposal facilities and indiedtdevelopment
projects at IPL's Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering waggproximately $138.2 million, after deducting thiial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the follgnonitstanding indebtedness, including redempti@mprms of
$1.6 million and to pay related fees and expenses:

»  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti€@H $eries (Indianapolis Power & Light Company
Project), variable rate, due 2023;

«  $20.0 million aggregate principal amount of they@it Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series (Indianapolis Poweightit Company Project), 5.90% Series, due 2024;

«  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series (Indianapolis Power & Light @any Project), 5.95% Series, due 2029;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series (Indianapolis Power & Light CampProject), 6.375% Series, due 2029; and

* $17.35 million aggregate principal amount of thdiéma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998idhapolis Power & Light Company Project), 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds ivelNtder 2011.

IPALCO's Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillof 5.00% Senior Secured Notes due May 1, 20A&18
IPALCO Notes”) pursuant to Rule 144A and Regulat®uander the Securities Act of 1933, as amendee.ZDA8
IPALCO Notes were issued pursuant to an IndentateddiMay 18, 2011, by and between IPALCO and The&Ba
of New York Mellon Trust Company, N.A., as trustébese notes were subsequently exchanged for ne@s wnith
identical terms and like principal amounts, whickrevregistered with the Securities and Exchangerfiiesion
pursuant to a registration statement on Form S-deneffective in November 2011. In connection witis t
issuance, IPALCO conducted a tender offer to rémse for cash any and all of IPALCO’s then outstan$375
million of 8.625% (original coupon 7.625%) SeniacBred Notes due November 14, 2011 (“2011 IPALCO
Notes”). As a result, IPALCO no longer has indebess with an interest rate that changes due tagelsan its
credit ratings. Additionally, IPALCO no longer hasy debt with financial ratio maintenance covenaaithough
its articles of incorporation continue to contdie same financial ratios restricting dividend pagteend
intercompany loans to AES as were included in ®EI2PALCO Notes.
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The 2018 IPALCO Notes were priced to the publi®®&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. These costs and other related finanastsare being
amortized through 2018 using the effective intenesthod. We used the net proceeds to repurchaséthb
outstanding 2011 IPALCO Notes through the tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1/ilion was included as a separate line item witBther Income
and Deductions in the accompanying audited Coretld Statements of Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratathiyPALCO’s existing senior secured notes. IPALBas
entered into a Pledge Agreement Supplement withBiark of New York Mellon Trust Company, N.A., as
Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor CollatAggnt dated November 14, 2001.

Variable-Rate Unsecured Debt

IPL had no variable-rate unsecured debt at Deceibe?011. At December 31, 2010, IPL’s variablerat
unsecured debt consisted of the 1995B Bonds afidétef credit agreement (see below). Pursuatiteéderms of a
Loan Agreement between IPL and the City of PetegsH®L was liable for interest and principal oe tt995B
Bonds. Our December 31, 2010 balance sheet reflectsbligation on the 1995B Bonds in long-termtddthe
1995B Bonds were held by the trustee on IPL’s elrahccordance with the terms of the 1995B Boiaksy did
not bear interest while in commercial paper modeesthey were held by the trustee, however IPLiooatl to be
liable to a swap counterparty for 5.21% interest.o\the end of 2010, our total effective interasé on the 1995B
Bonds, including the liquidity facility draw andterest rate swap agreement was approximately 6% nnum.
See Note 3jInvestments in Long-term Debt Securitiésr further discussion.

Accounts Receivable Securitization

IPL formed IPL Funding in 1996 as a special-purpastity to purchase receivables originated by IBtspant to a
receivables purchase agreement between IPL an&uRding. IPL Funding also entered into a sale itgcls
defined in the Second Amended and Restated Redesv8hle Agreement, dated as of June 25, 2009, gidn
IPL Funding Corporation, as the Seller, IndianapBlower & Light Company, as the Collection Ageriy& Bank
of Scotland plc, as the Agent, the Liquidity Praanisland Windmill Funding Corporation (“ReceivabBzde
Agreement”), which matures April 25, 2012. The ldjty Providers and Windmill Funding Corporation,
collectively, are referred to as the “PurchasePsifsuant to the terms of the Receivables Sale Awgat the
Purchasers agree to purchase from IPL Funding,resaving basis, interests in the pool of recelgalpurchased
from IPL up to the lesser of (1) an amount detegdipursuant to the sale facility that takes intcoant certain
eligibility requirements and reserves relatinghe teceivables, or (2) $50 million. That amount %88 million as
of December 31, 2011 and December 31, 2010. Asataihs reduce accounts receivable included ipdug, IPL
Funding sells ownership interests in additionakiebles acquired from IPL to return the ownershiprests sold
to the maximum amount permitted by the sale facilPL Funding is included in the Consolidated Ficial
Statements of IPALCO.

Prior to 2010, accounts receivable on IPALCO’s otidated balance sheets were stated net of the risieald.
Because the Purchasers bought an undivided pegeeatenership interest in the pool of receivabldsictvis
senior to IPL Funding'’s retained interest, the dibopof the updates to ASC 860 requires the arnanege to be
treated as a collateralized borrowing prospectif@thfinancial reporting purposes, rather than aala, as was
allowed under the previous accounting guidancesuth, we have included the $50 million of accouetgivable
on our December 31, 2011 consolidated balance shebbw the amount sold under this arrangemenhawd
recorded a related short term debt obligation & $fillion. ASC 860 also requires specific disclasufor transfers
of financial assets to the extent they are consitlenaterial to the financial statements. Taking oansideration
the obligation to the Purchasers is now treatedkls on IPALCO’s consolidated balance sheet, thevitng
discussion addresses those disclosures that maragbslieves are material to the financial statémen

82



During the year ended December 31, 2010, IPL Fuyslitotal accounts receivable eligible for sal¢hte
Purchasers increased from $40.5 million to $50iomll As such, the Purchasers purchased an addigéra
million ownership interest in the receivables fridPh Funding for $9.5 million. This $9.5 million daseceipt is
reflected in the accompanying consolidated statémwiecash flows under Cash Flows from Financingiviiies as
a short-term debt borrowing. The $40.5 million smdhe Purchasers as of December 31, 2009, tratefiected
as a reduction of accounts receivable on the acaowipg consolidated balance sheet, which was regladth
revolving sales of 2010 receivables to the Puraisasiéd not result in any actual cash flows betwi#dnFunding
and the Purchasers and therefore has no impabearohsolidated statement of cash flows.

IPL retains servicing responsibilities in its ralg collection agent on the amounts due on thersoklvables.
However, the Purchasers assume the risk of callectn the purchased receivables without recourfieltan the
event of a loss. No servicing asset or liabilityasorded since the servicing fee paid to IPL apiprates a market
rate. Per the terms of the purchase agreemenguiRting pays IPL $0.6 million annually in servicifeges which is
financed by capital contributions from IPL to IPLurding.

The total fees paid to the Purchasers recognizetiesales of receivables were $0.6 million an® $@illion for
the years ended December 31, 2011 and 2010, rasgectThese amounts were included in Other opegati
expense on the Consolidated Statement of Incor@808 and are included in Other interest beginningG10.

IPL and IPL Funding have indemnified the Purchaseran after-tax basis for any and all damagesek<laims,
etc., arising out of the facility, subject to cémthmitations defined in the Receivables Sale Agnent, in the event
that there is a breach of representations and niésmade with respect to the purchased receivalld/or certain
other circumstances as described in the Receiv8allesAgreement.

Under the sale facility, if IPL fails to maintaincartain debt-to-capital ratio, it would constitatétermination
event.” As of December 31, 2011, IPL was in comm@&with such covenant.

In the event that IPL’s unsecured credit ratingsfaklow BBB- at S&P or Baa3 at Moody’s Investoes\fce, the
facility agent has the ability to (i) replace IP& the collection agent; and (ii) declare a “lockebevent. Under a
lock-box event or a termination event, the faciigent has the ability to require all proceedsurtpased
receivables of IPL to be directed to lock-box astswvithin 45 days of notifying IPL. A terminati@vent would
also (i) give the facility agent the option to tat@ntrol of the lock-box account, and (ii) give therchasers the
option to discontinue the purchase of additiontdrists in receivables and cause all proceedgifurchased
interests to be used to reduce the Purchaser’stimest and to pay other amounts owed to the Puzchasd the
facility agent. This would have the effect of rethgcthe operating capital available to IPL by tlygregate amount
of such purchased interests in receivables ($5@mihs of December 31, 2011).

Line of Credit

In December 2010, IPL entered into a $250 milliosecured revolving credit facilities credit agreetrighe
“Credit Agreement”) with a syndication of banks.eT@redit Agreement includes two facilities: (i) 209.4 million
committed line of credit for letters of credit, Wworg capital and general corporate purposes apd $40.6 million
liquidity facility, which was dedicated for the sgburpose of providing liquidity for certain varialvate unsecured
debt issued on behalf of IPL. The Credit Agreenmeatures on December 14, 2015 and bears intereatiable
rates as defined in the Credit Agreement. Pri@xecution, IPL and IPALCO had existing general lagk
relationships with the parties in this agreemestoADecember 31, 2011 and 2010, IPL had $14.0amifind $0.0
million outstanding borrowings on the committeckliof credit, respectively. Additionally, as of Dedser 31, 2011
and 2010, IPL had $0.0 million and $40 million eftstanding borrowings on the liquidity facility sggectively.

As a result of the November 2011 IPL financing\attidescribed above, the credit agreement was detem
February 2012 to eliminate the $40.6 million ligtydacility and to increase the committed linecoédit for letters
of credit, working capital and general corporateppses by the same amount resulting in one fadilithe amount
of $250 million.
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Debt Maturities

Maturities on long-term indebtedness subsequebettember 31, 2011, are as follows:

Year Amount
(In Thousands)

2012 $ -
2013 110,000
2014 -
2015 -
2016 531,850
Thereafter 1,123,450

Total $ 1,765,300

11. INCOME TAXES

IPALCO follows a policy of comprehensive interpeatimcome tax allocation. Investment tax creditatesd to
utility property have been deferred and are bemgréized over the estimated useful lives of thatel property.

AES files federal and state income tax returns ticiznsolidate IPALCO and its subsidiaries. Und&xasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanade
records the provision for income taxes as if IPAL&M@ its subsidiaries each filed separate incomectarrns.
IPALCO is no longer subject to U.S. or state incdmeexaminations for tax years through March DQ12 but is
open for all subsequent periods.

On May 10, 2011, the State of Indiana enacted HBil&004, which phases in over four years a 2%udion to
the state corporate income tax rate. While theitiat state income tax rate remained at 8.5% fdr12¢he deferred
tax balances have been adjusted according to tiepated reversal of temporary differences. Uppaatment of
the law in the second quarter of 2011, an initthlstment was recorded. In the fourth quarter df12@he reversal
of the temporary differences was re-evaluated hadppropriate adjustment to the deferred tax bakwas
recorded. The change in required deferred taxgdao and plant-related temporary differences teduh a
reduction of the associated regulatory asset oftbdflion in 2011. The change in required defer@ces on non-
property related temporary differences which arepnobable to cause a reduction in future baseooust rates
resulted in a tax benefit of $1.3 million in 20The statutory state corporate income tax rate25%.for 2012.

In August 2011, the Internal Revenue Service isReekenue Procedure 2011-43, which provides a safeoh
method of tax accounting for electric transmissiod distribution property. In December 2011, thermal
Revenue Service published regulations (T.D. 9564leu Internal Revenue Code Section 263(a) on tladli®n
and capitalization of expenditures related to talegproperty with an effective date of Januarydl2 We are
evaluating the application of these tax provisiaiich may significantly change the timing of futuneome tax
payments.
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The following is a reconciliation of the beginniagd ending amounts of unrecognized tax benefitthfoyear
ended December 31, 2011, 2010 and 2009:

2011 2010 2009
(In Thousands)

Unrecognized tax benefits at January 1 $ 4,757 $ 7,947 $ 7,756
Gross increases — current period tax positions 753 753 753
Gross decreases — prior period tax positions (156) (3,943) (562)

Unrecognized tax benefits at December 31 $ 5,354 $ 4,757 $ 7,947

The unrecognized tax benefits at December 31, 2@ptesent tax positions for which the ultimatedsibility is
highly certain but for which there is uncertainboat the timing of such deductibility. Becauselsf tmpact of
deferred tax accounting, other than interest amalgies, the timing of the deductions will not affé¢he annual
effective tax rate but would accelerate the taxnpayts to an earlier period.

Tax-related interest expense and income is repadqhrt of the provision for federal and stat®ine taxes.
Penalties, if incurred, would also be recognized asmponent of tax expense. As of December 311 26d 2010,
IPALCO has recorded a liability for interest of @0nillion. The income tax provision includes intgre
expense/(income) of ($0.0 million), ($0.7 milliomnd $0.1 million for the years ended Decembe281]1, 2010
and 2009, respectively.

Federal and state income taxes charged to incoenasdaiollows:

2011 2010 2009
(In Thousands)

Charged to utility operating expenses:
Current income taxes:

Federal $ 54377 $ 61,999 $ 74,472
State 16,539 18,818 21,200
Total current income taxes 70,916 80,817 95,672
Deferred income taxes:
Federal (5,027) (4,697) (17,794)
State (1,608) 1,539 (1,884)
Total deferred income taxes (6,635) (3,158) q19)
Net amortization of investment credit (1,672) eny (2,059)
Total charge to utility operating expenses 62,609 75,939 73,935

Charged to other income and deductions:
Current income taxes:

Federal (19,639) (19,239) (20,267)
State (5,255) (5,291) (5,370)
Total current income taxes (24,894) (24,530) ,&23)
Deferred income taxes:
Federal (476) (692) (368)
State (106) (188) (98)
Total deferred income taxes (582) (880) (466)
Net credit to other income and deductions (25,476) (25,410) (26,103)

Total federal and state income tax provisions $ 37,133 $ 50,529 $ 47,832
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The provision for income taxes (including net irtmesnt tax credit adjustments) is different thanaheunt
computed by applying the statutory tax rate togeémcome. The reasons for the difference, stateal@ercentage
of pretax income, are as follows:

2011 2010 2009

Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal tax benefit 67 77 79
Amortization of investment tax credits (1.8) (.49) a.7)
Preferred dividends of subsidiary 1.2 0.9 1.0
Depreciation flow through and amortization 1.3 05 1.8
Manufacturers’ Production Deduction (Sec. 199) 5Y3. (3.4) (2.7)
Change in tax reserves 0.0 (0.3) 0.0
Other — net 0.4 0.7 (0.9)
Effective tax rate 39.3% 39.7% 40.4%

Internal Revenue Code Section 199 permits taxpagestaim a deduction from taxable income attrilblgao
certain domestic production activities. IPL’s etecproduction activities qualify for this deduatioThe deduction
was equal to 6% of qualifying production activincome in 2009 and increased to 9% of qualifyingdpmotion
activity income beginning in 2010 and thereaftdre Tax benefit associated with the Internal Revebode Section
199 domestic production deduction for 2010 and 2088 $4.3 million and $2.8 million, respectivelyherbenefit
for 2011 is estimated to be $3.3 million.

The significant items comprising IPALCO’s net acauated deferred tax liability recognized on theisad
Consolidated Balance Sheets as of December 31,&@1 2010, are as follows:

2011 2010
(In Thousands)

Deferred tax liabilities:

Relating to utility property, net $ 483,261 $ 503,599
Regulatory assets recoverable through future rates 181,593 163,933
Other 15,117 5,586
Total deferred tax liabilities 679,971 673,118
Deferred tax assets:
Investment tax credit 3,855 4,633
Regulatory liabilities including ARO 220,491 214,945
Employee benefit plans 106,243 81,900
Other 10,573 9,709
Total deferred tax assets 341,162 311,187
Accumulated net deferred tax liability 338,809 361,931
Less: Net current deferred tax asset (12,352) (11,313)
Accumulated deferred income taxes — net $ 351,161 $ 373,244

12. PENSION AND OTHER POSTRETIREMENT BENEFITS

Approximately 85% of IPL’s active employees are@®d by the Employees’ Retirement Plan of Indiafliapo
Power & Light Company (“Defined Benefit PensioniiP)aas well as the Employees’ Thrift Plan of Indagolis
Power & Light Company (“Thrift Plan”). The Defindgenefit Pension Plan is a qualified defined berméin,
while the Thrift Plan is a qualified defined cobtition plan. The remaining 15% of active employaescovered
by the AES Retirement Savings Plan. The AES Regmravings Plan (“RSP”) is a qualified definedtcbmtion
plan containing a profit sharing component. All aarion new hires are covered under the RSP, whikrhational
Brotherhood of Electrical Workers (“IBEW") physicahit union new hires are covered under the DefBedefit
Pension Plan and Thrift Plan. Beginning in 2008 clerical-technical unit new hires are no longevered
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under the Defined Benefit Pension Plan but do wecanh annual lump sum company contribution intoTtheft
Plan. This lump sum is in addition to the IPL mad¢hparticipant contributions up to 5% of base cengation. The
Defined Benefit Pension Plan is noncontributory enfiinded through a trust. Benefits are basedagh endividual
employee’s pension band and years of service agsegpto their compensation. Pension bands are Ipaisealily
on job duties and responsibilities.

Additionally, a small group of former officers atftkir surviving spouses are covered under a fundedqualified
Supplemental Retirement Plan of Indianapolis Pa&kight Company (“Supplemental Retirement Plan"hel
total number of participants in the plan as of Delser 31, 2011 was 26. The plan is closed to neticgzants.

In addition, IPL provides postretirement healthechenefits to certain active or retired employeesthe spouses
of certain active or retired employees. Approxirhale38 active employees and 84 retirees (includipguses) were
receiving such benefits or entitled to future béeefs of January 1, 2011. The plan is unfundeés&h
postretirement health care benefits and the relaidéigation were not material to the consolidatedricial
statements in the periods covered by this report.
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The following table presents information relatingtie Pension Plans:

Pension benefits
as of December 31,

2011 2010

(I
Change in benefit obligation:
Projected benefit obligation at beginning
M easurement Date (see below)

n Thousands)

$ 607,408 $ 548,779

Service cost 7,234 6,590
Interest cost 31,828 31,577
Plan settlements - (359)
Actuarial (gain) loss 62,587 39,275
Amendments (primarily increases in pension

bands) 82 11,223
Benefits paid (29,878) (29,677)

Projected benefit obligation at ending M easurement
Date 6

79,261 607,408

Change in plan assets:
Fair value of plan assets at beginning M easurement
Date 4

12,611 367,463

Actual return on plan assets 6,305 488,
Employer contributions 37,345 28,701
Plan settlements - (359)
Benefits pai (29,877 (29,677

Fair value of plan assets at ending M easuremerg Dat4

26,384 412,611

Funded status $(252,877) $(194,797)

Amounts recognized in the statement of financie
position under ASC 715:

Current liabilities $ - $
Noncurrent liabilities (252,877) (194,797)
Net amount recognized $(252,877) $(194,797)

Sources of change in regulatory assets(1):
Prior service cost (credit) arising during p eriod
Net loss (gain) arising during p eriod
Amortization of prior service (cost) credit
Recognition of gain (loss) due to settlement
Amortization of gain (loss)

$ 82 $ 11,223

88,450 2,022
4,346)  (3,476)
- (204)

(13,306) (11833

Total recognized in regulatory assets(1) $

70,880 $ 17,747

Total amounts included in accumulated other

comprehensive income (loss) NA(1) NA(1)
Amounts included in regulatory assets and
liabilities(1):

Net loss (gain) $ 283,089 $ 207,945

Prior service cost (cred

30,732 34,99¢

Total amounts included in regulatory asset:

(liabilities) $313,821 $242,941

@ Represents amounts included in regulatory askabditjes) yet to be
recognized as components of net prepaid (accruedfib costs.
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Effect of ASC 715

ASC 715 requires a portion of pension and othetrptisement liabilities to be classified as currkalilities to the
extent the following year's expected benefit paytaeme in excess of the fair value of plan asget®ach Pension
Plan has assets with fair values in excess ofdl@fing year's expected benefit payments, no anmhave been
classified as current. Therefore, the entire nedwarhrecognized in IPALCO’s Consolidated Balance&t$ of
$252.9 million is classified as a long-term liatyili

Information for Pension Plans with a benefit obligaion in excess of plan assets

Pension benefits
as of December 31,

2011 2010
(In Thousands)
Benefit obligation $ 679,261 $ 607,408
Plan assets 426,384 412,611
Benefit obligation in excess of plan assets $52,877 $ 194,797

IPL'’s total benefit obligation in excess of plasets was $252.9 million as of December 31, 2015Z$Pmillion
Defined Benefit Pension Plan and $0.9 million Sepmntal Retirement Plan).

Information for Pension Plans with an accumulated knefit obligation in excess of plan assets

Pension benefits
as of December 31,

2011 2010
(In Thousands)
Accumulated benefit obligation $ 664,212 $ 592,419
Plan assets 426,384 412,611

Accumulated benefit obligation in excess of plasets $ 237,828 $ 179,808

IPL’s total accumulated benefit obligation in exses$ plan assets was $237.8 million as of Decerg@bheP011
($236.9 million Defined Benefit Pension Plan andillion Supplemental Retirement Plan).

Pension Benefits and Expense

The 2011 net actuarial loss of $88.4 million is goised of two parts (net): (1) $25.8 million of pén asset
actuarial loss is primarily due to the lower thapected return on assets, and (2) $62.6 milliopesfsion liability
actuarial loss is primarily due to a decrease éndiscount rate that is used to value pensionlitigsi. The
unrecognized net loss of $283.1 million in the Boyples’ Retirement Plan of Indianapolis Power & lti§ompany
and Supplemental Retirement Plan of Indianapolisd?@& Light Company (“Pension Plans”) has accunmadat
over time primarily due to the long-term declinitngnd in corporate bond rates, the lower than ebggle@turn on
assets during the years 2008 and 2011, and theiadapb new mortality tables which increased thpeoted
benefit obligation due to the longer expected liweparticipants, since ASC 715 was adopted. Theaognized
net loss, to the extent that it exceeds 10% oftkater of the benefit obligation or the assett,bei amortized and
included as a component of net periodic benefit tofuture years. The amortization period is apprately 11
years based on estimated demographic data as ehiber 31, 2011. The projected benefit obligatio@f9.3
million, less the fair value of assets of $426.4liam results in a funded status of ($252.9 milli@t December 31,
2011.
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Pension benefits for
years ended December 31,
2011 2010 2009
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 7,234 $ 6,590 $ 6,319
Interest cost 31,828 31,577 32,066
Plan Settlements - 204 256
Expected return on plan assets (32,168) (29,250) (24,150)
Amortization of prior service cost 4,346 3,476 3,523
Recognized actuarial loss 13,306 11,838 16,279
Total pension cost 24,546 24,435 34,293
Less: amounts capitalized 2,258 2,321 2,469
Amount charged to expense $ 22288 $ 22,11 $ 31,82
Rates relevant to each year’'s expense calculations:
Discount rate — defined benefit pension plan 5.38% 5.93% 6.26%
Discount rate — supplemental retirement plan 5.09% 5.27%/5.08% 6.31%/5.06%
Expected return on defined benefit pension plaetass 7.75% 8.00% 8.00%
Expected return on supplemental retirement plaetgass 7.75% 8.00% 8.00%

W 5.27% for the period January 1, 2010 through Mhy2®10, 5.08% for the settlement on May 31, 20idthe
period June 1, 2010 through December 31, 2010.

@ 6.31% for the period January 1, 2009 through Nchem30, 2009, 5.06% for the settlement on NoverBber
2009 and the period December 1, 2009 through DeeeBi 2009.

Pension expense for the following year is deterchime of the December 3ineasurement date based on the fair
value of the Pension Plans’ assets, the expectedtiym rate of return on plan assets and a discatemused to
determine the projected benefit obligation. In lelsshing our expected long-term rate of return agstion, we
consider historical returns, as well as, the exggb@diture weighted-average returns for each atsst based on the
target asset allocation. For 2011, pension expeasadetermined using an assumed long-term ratetwfr on plan
assets of 7.75%. As of the December 31, 2011 meemunt date, IPL decreased the discount rate fr889610
4.56% for the Defined Benefit Pension Plan and elesed the discount rate from 5.09% to 4.37% for the
Supplemental Retirement Plan. The discount ratenggson affects the pension expense determined@ag. In
addition, IPL decreased the expected long-termafteturn on plan assets from 7.75% to 7.50% &ffecdJanuary
1, 2012. The expected long-term rate of returnrapsion affects the pension expense determinedGa22The
effect on 2012 total pension expense of a 25 lpmsdig increase and decrease in the assumed disens ($1.4
million) and $1.4 million, respectively. The effemt 2012 total pension expense of a 100 basis puirgase and
decrease in the expected long-term rate of retamplan assets is ($4.3 million) and $4.3 milliosspectively.

Expected amortization
The estimated net loss and prior service costiiPension Plans that will be amortized from tlyailetory asset
into net periodic benefit cost over the 2012 plearyare $19.5 million and $4.2 million, respectv@efined

Benefit Pension Plan of $19.3 million and $4.2 imil| respectively; and the Supplemental Retirerfdan of $0.2
million and $0.0 million, respectively).
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Pension Assets

Fair Value Measurements

In May 2011, the FASB issued Accounting Standardddtie 2011-04Fair Value Measuremehtvhich represents
converged guidance with the International Accouptandards Board and the FASB. The boards believe
Accounting Standards Update 2011-04 will reduceperity in applying the principles of fair valuecdmprove
consistency in financial reporting across jurisdics. Accounting Standards Update 2011-04 has naingffiect on
IPL. The effect on IPL is to disclose any transfefrpension assets between Level 1 and Level 2hirl a transfer
of pension assets with a fair value of $20.6 millfoom Level 1 to Level 2 in January 2011.

In December 2008, the FASB issued FASB Staff Rmsitio. 132(R)-1 “Employers’ Disclosure about
Postretirement Benefit Plan Assets” which requardditional disclosures about assets held in empbdefined
benefit pension or other postretirement plans.

FSP 132(R)-1 replaces the requirement to disclis@ercentage of the fair value of total plan asadth a
requirement to disclose the fair value of each magset category. FSP 132(R)-1 also requires digdoof the
level within the fair value hierarchy (i.e., LevklLevel 2 and Level 3) in which each major catggdrplan assets
falls, using the guidance in ASC 820.

Following is a description of the valuation methlodpes used for assets and liabilities measurdairatalue:

Other than common/collective trusts and hedge fuali®lan investments are actively traded on amop
market and are categorized as Level 1 in the &lireshierarchy.

All of the Plan’s hedge funds report the net agabie (NAV) of the Plan’s interest based on the ¥alue of
the hedge fund’s underlying investments as detexdhin accordance with the AICPXccounting and Auditing
Guide for Investment Companies

Investments in hedge funds are valued utilizingabgervable net asset values (NAVS) of the Plani&rést as
of year-end, provided by the underlying hedge fuhd,Plan may redeem its ownership interests igdédands
at NAV, with 65 days’ notice, on a quarterly basis.

The Plan’s investments in common/collective trastsvalued at the net asset value (NAV) of shaed thy
the Plan at year end. The plan may redeem iteshdithe common/collective trust funds at NAV gail
These NAVs have been determined based on the maaket of the underlying securities held by the
common/collective trust funds. The Plan’s invesitaen hedge funds have been recorded at fair \aldeare
all categorized as Level 2 investments in thefalue hierarchy.

The primary long-term investment objective of manggension assets is to achieve a total returalgquor
greater than the weighted average targeted rattwh (see table below). Additional objectiveduie
maintenance of sufficient income and liquidity fypetirement benefits, as well as, a long-termuatined rate of
return (net of relevant fees) that meets or excdelassumed targeted rate. In order to achiese thiejectives, the
plan seeks to achieve a long-term above-averagergitirn consisting of capital appreciation armbme. Though
it is the intent to achieve an above-average rethat intent does not include taking extraordindgsl¢s or engaging
in investment activities not commonly considereddent. In times when the securities markets dematest
uncommon volatility and instability, it is the imieto place more emphasis on the preservationio€ipal. Please
refer to the table below for more detailed inforimatconcerning the target allocations, allocatianges, expected
annual return, and expected standard deviatioheo&pplicable pension asset categories. The explkxtg-term
rate of return on pension assets is based on segsion in the table below.
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The investment management of the pension assetsasr@ged with the following asset allocation guiicks:

Lower Target Upper
Limit Allocation Limit Return (2)  Risk (3)
Liability Hedging Portfolio (1)
Liabilty Managed Fixed Income 10.0% 16.0% 40.0% 6.5% 496.
Core Fixed Income 10.0% 16.0% 22.0% 5.7% 3.8%
Growth Portfolio
High Yield Fixed Income 3.0% 8.0% 13.0% 8.0% 9.5%
U.S. Large Cap Equity 20.0% 30.0% 40.0% 10.5% 15.4%
U.S. Mid Cap Equity 2.5% 5.0% 7.5% 11.3% 17.0%
U.S. Small Cap Equity 2.5% 5.0% 7.5% 11.9% 19.7%
International Equity 5.0% 10.0% 15.0% 9.9% 17.6%
REIT 0.0% 5.0% 10.0% 10.4% 18.7%
0.0% 5.0% 10.0% 9.4% 8.5%

Hedge Funds (4)

@ Upper limit for all assets held in the Liabilityeelging Portfolio is 40%
@ Expected long-term annual return

®) Expected standard deviation
* Alternative investments (combined) not to exce@%h1
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The fair values of the pension plan assets at DeeeB1, 2011, by asset category are as follows:

Fair Value Measurements at
December 31, 2011 (in thousands)

Quoted Prices in Significant
Active Markets for Observable
Identical Assets Inputs

Asset Category Total (Level 1) (Level 2) %
Cash and cash equivalents $ 14,922 $ 14,922 $ - 3%
Equity securities:

U.S. small cap value 17,478 17,478 - 4%

U.S. small cap growth 100 100 - -

U.S. small-mid cap growth 18,392 18,392 - 4%

U.S. mid cap core 334 334 - -

U.S. large cap value (1) 41,497 21,091 20,406 10%

U.S. large cap growth (2)(8) 41,040 668 40,372 10%

U.S. large cap core 43,023 43,023 - 10%

International developed markets (3) 36,120 36,120 - 8%

Preferred stock 717 717 - -

REIT - domestic 20,489 20,489 - 5%
Fixed income securities:

International developed markets 59 59 - -

International emerging markets 128 128 - -

Government debt securities (4) 30,868 30,868 - 7%

High yield 36,481 36,481 - 9%

M ortgage backed securities 6,255 6,255 - 1%

Asset backed securities 5,499 5,499 - 1%

Collateralized mortgage obligations 2,472 2,472 - 2%

Corporate bonds (5) 78,078 78,078 - 18%
Other types of investments:

Equity long/short fund of funds hedge

fund (6) 31,971 - 31,971 7%

Multi-strategy fund of funds hedge

fund (7) 461 - 461 1%
Total $ 426,384 $ 333,174 $ 93,210 100%

@ This category includes 49% of low-cost equity iRflends that track the Russell 1000 Value index.

@ This category includes a) 49% of low-cost equityax funds that track the Russell 1000 Growth ir
and b) 49% of an additional large cap growth cormgteid fund.

©) This category represents equity securities of bgpexl non-U.S. issuers across diverse industries.
) This category includes U.S. Treasury and Governmgency securities.

® This category represents investment grade bontkSfissuers from diverse industries.

©® This category includes fund of fund hedge funds thvest both long and short in primarily U.S.
common stocks. Management of the hedge funds teaaltiiity to shift investments froma net long
™ This category invests in multiple strategies teedify risks and reduce volatility. The fund igrantly in full
liquidation.

® on January 26, 2011, Level 1 securities with mvaiue of $20.6 million were transferred to a cdangied fund.
This resulted in a transfer of $20.6 million frorevel 1 to Level 2 because the fair value of theridt in the
commingled fund is classified as Level 2 within faie value hierarchy.
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The fair values of the pension plan assets at DeeeBil, 2010, by asset category are as follows:

Fair Value Measurements at
December 31, 2010 (in thousands)

Quoted Prices in
Active Markets for Significant Observable

Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Cash and cash equivalents $ 69,345 $ 69,345 $ - 17%
Equity securities:
U.S. small cap value 23,484 23,484 - 6%
U.S. small cap growth 213 213 - -
U.S. small-mid cap growth 25,665 25,665 - 6%
U.S. mid cap core 346 346 - -
U.S. large cap value (1) 38,936 22,256 16,680 9%
U.S. large cap growth (2) 41,344 21,623 19,721 10%
U.S. large cap core 42,251 42,251 - 10%
International developed markets (3) 36,163 36,163 - 9%
Preferred stock 728 728 - -
REIT - domestic 10,665 10,665 - 3%
Fixed income securities:
International developed markets 59 59 - -
International emerging markets 129 129 - -
Government debt securities (4) 32,621 32,621 - 8%
High yield 39,130 39,130 - 9%
Mortgage backed securities 6,724 6,724 - 2%
Asset backed securities 4,537 4,537 - 1%
Collateralized mortgage obligations 353 353 - -
Corporate bonds (5) 23,884 23,884 - 6%
Other types of investments:
Equity long/short fund of funds hedge
fund (6) 14,932 - 14,932 4%
Multi-strategy fund of funds hedge
fund (7) 1,102 - 1,102 0%
Total $ 412,611 $ 360,176 $ 52,435 100%

(1) This category includes 43% of low-cost equitger funds that track the Russell 1000 Value index.

(2) This category includes 48% of low-cost equitger funds that track the Russell 1000 Growth index.

(3) This category represents equity securities of dgesl non-U.S. issuers across diverse industries.

(4) This category includes U.S. Treasury and Governragency securities.

(5) This category represents investment grade bontdsfissuers from diverse industries.

(6) This category includes fund of fund hedge funds ifmeest both long and short in primarily U.S. coomrstocks.
Management of the hedge funds has the ability ifbishestments from a net long position to a rtedr$ position.

(7) This category invests in multiple strategies toedsify risks and reduce volatility. The fund igm@ntly in full
liquidation.
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Pension Funding

We contributed $37.3 million, $28.7 million, andds2 million to the Pension Plans in 2011, 2010, 20@9,
respectively. Funding for the qualified Defined B&nhPension Plan is based upon actuarially detesthi
contributions that take into account the amounudglle for income tax purposes and the minimuntriloution
required under Employee Retirement Income Secgtyof 1974, as amended by the Pension ProtectirofA
2006, as well as targeted funding levels necessameet certain thresholds. Management does nogrdly expect
any of the pension assets to revert back to IPingi2012.

From a funding perspective, IPL’s funding targebllity shortfall is estimated to be approximat®y35 million as
of January 1, 2012. The shortfall must be fundest @even years. In addition, IPL must also contelibe normal
service cost earned by active participants duffiegalan year. The funding normal cost is expeatdattabout $8.7
million in 2012, which includes $3.0 million foram expenses. Each year thereafter, if the planderfunding
increases to more than the present value of thainémg annual installments, the excess is sepgrataebrtized
over a new seven year period. IPL is required tal fapproximately $47.8 million during 2012. Howev&L may
decide to contribute more than $47.8 million to treetain funding thresholds. IPL’s funding poliwy the
Pension Plans is to contribute annually no less tha minimum required by applicable law, and naertban the
maximum amount that can be deducted for federalnectax purposes.

Benefit payments made from the Pension Plans toyéars ended December 31, 2011 and 2010 were S2fdh
and $29.7 million respectively. Projected benediyments are expected to be paid out of the Pefdans as
follows:

Pension

Year Benefits
(In Thousands)

2012 $ 32,108
2013 33,202
2014 34,447
2015 35,707
2016 36,679
2017 through 2021 (in total) 200,379

Defined Contribution Plans
All of IPL's employees are covered by one of twdirkd contribution plans, the Thrift Plan or theRRS
The Thrift Plan

Approximately 85% of IPL’s active employees are@®d by the Thrift Plan. The Thrift Plan is a dfiatl defined
contribution plan. All union new hires are coveredler the Thrift Plan, while non-union new hires eovered by
the RSP.

Participants elect to make contributions to thefT Rlan based on a percentage of their base cosagien. Each
participant’s contribution is matched up to certhiresholds. The IBEW clerical-technical union ngives, in
addition to the IPL match, receive an annual luonp sompany contribution into the Thrift Plan. Emyso
contributions to the Thrift Plan were $2.9 milligg2.9 million and $2.9 million for 2011, 2010 an@0®,
respectively.

The AES Retirement Savings Plan

Approximately 15% of IPL’s active employees are@®d by the RSP. The RSP is a qualified definedritanion
plan containing a profit sharing component. Pgrtiois elect to make contributions to the RSP basetl
percentage of their taxable compensation. Eaclicfant’s contribution is matched in amounts uphbtat, not

95



exceeding, 5% of the participant’s taxable compmsaln addition, the RSP has a profit sharing ponent
whereby IPL contributes a percentage of each emplsyannual salary into the plan on a pre-tax basis profit
sharing percentage is determined by the AES BofBirectors on an annual basis. Employer payroltahiang and
profit sharing contributions (by IPL) relating toet RSP were $0.8 million, $0.7 million and $2.3limil for 2011,
2010 and 2009, respectively.

13. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPL is a defendant in less than fifty pending laitsalleging personal injury or wrongful death steimg from
exposure to asbestos and asbestos containing psddumerly located in IPL power plants. IPL hagh@&amed as
a “premises defendant”, which means that IPL didmime, manufacture, distribute or install asbestoasbestos
containing products. These suits have been braugbthalf of persons who worked for contractors or
subcontractors hired by IPL. IPL has insurance tini@y cover some portions of these claims; culyetiibse
cases are being defended by counsel retained lugansurers who wrote policies applicable topkeiod of time
during which much of the exposure has been alleged.

It is possible that material additional loss wiglgard to the asbestos lawsuits could be incurrethig\time, an
estimate of additional loss cannot be made. IPLsk#ted a number of asbestos related lawsuitarfarunts which,
individually and in the aggregate, were not matéadPL or IPALCO'’s results of operations, finaactondition,
or cash flows. Historically, settlements paid oh’'#behalf have been comprised of proceeds fromasnaore
insurers along with comparatively smaller contribng by IPL. Additionally, approximately 40 casesresdropped
by plaintiffs in 2010 without requiring a settlemiewWe are unable to estimate the number of, trecetff, or losses
or range of loss which are reasonably possible ffarpending lawsuits or any additional asbestds.su
Furthermore, we are unable to estimate the podi@settiement amount, if any, that may be paidhfany
insurance coverage for any known or unknown clawesordingly, there is no assurance that the penpdimany
additional suits will not have a material adverffea on IPALCO's results of operations, finanataindition, or
cash flows.

In addition, IPALCO and IPL are involved in litigah arising in the normal course of business. Wihikeresults of
such litigation cannot be predicted with certaimhgnagement believes that the final outcome willhawve a
material adverse effect on IPALCO'’s results of @piens, financial condition, or cash flows. Amouatsrued or
expensed for legal or environmental contingencidiectively during the periods covered by this rggave not
been material to IPALCO’s audited Consolidated Raia Statements.

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and ti@teion of
hazardous materials; the emission and discharpazzrdous and other materials into the environnazatt;the
health and safety of our employees. These lawseqdations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, [ter@vocation
and/or facility shutdowns. We cannot assure thahaxe been or will be at all times in full complianwith such
laws, regulations and permits.
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New Source Review

In October 2009, IPL received a Notice of Violati8ROV") and Finding of Violation from the EPA purant to
the Federal Clean Air Act Section 113(a). The N&léges violations of the Federal Clean Air ActRit’s three
coal-fired electric generating facilities datingchdo 1986. The alleged violations primarily pemtéo the
Prevention of Significant Deterioration and nonattaent New Source Review requirements under thefaéd
Clean Air Act. Since receiving the letter, IPL mgaeent has met with the EPA staff regarding possidolutions
of the NOV. At this time, we cannot predict themfbite resolution of this matter. However, settletaemd litigated
outcomes of similar cases have required compaaipay civil penalties, install additional pollutieontrol
technology on coal-fired electric generating unigsire existing generating units, and invest idiadnal
environmental projects. A similar outcome in thése could have a material impact on our businesswdlld seek
recovery of any operating or capital expenditusdated to air pollution control technology to reduegulated air
emissions; however, there can be no assurancewé¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

14. SALE OF OATSVILLE COAL RESERVE

In June 2011, IPL completed the sale of coal rigimis$ a small piece of land in Indiana (the “Oatev@oal
Reserve”) for a sale price of $13.5 million. Theperty had a carrying value of $0.2 million incldda Other
Investments on the accompanying Audited ConsolidBedance Sheets at December 31, 2010. The tatal ga
recognized on the sale of $13.3 million was incti@eMiscellaneous Income and (Deductions) - NetaxrOther
Income and (Deductions) in the accompanying Aud@edsolidated Statements of Income.

15. RELATED PARTY TRANSACTIONS

IPL participates in a property insurance programwiich IPL buys insurance from AES Global Insurance
Company, a wholly-owned subsidiary of AES. IPL @& self-insured on property insurance with the ptioa of a
$5 million self-insured retention per occurrencrcépt for IPL’s large substations, IPL does notyarsurance on
transmission and distribution assets, which aresidened to be outside the scope of property ingerafES and
other AES subsidiaries, including IPALCO also papiate in the AES global insurance program. IPLspay
premiums for a policy that is written and administeby a third party insurance company. The preripaid to
this third party administrator by the participaate deposited into a trust fund owned by AES Glahsdirance
Company, but controlled by the third party admimisdir. This trust fund pays aggregate claims up3@ million.
Claims above the $30 million aggregate will be cedeby separate insurance policies issued by acapedof third
party carriers. These policies provide coveragglobbillion per occurrence. The cost to IPL of cage under this
program was approximately $3.2 million, $4.0 mifljand $3.9 million in 2011, 2010, and 2009, retipely, and
is recorded in Other operating expenses on thengganying Consolidated Statements of Income. As Dbee 31,
2011 and 2010, we had prepaid approximately $1lmiand $1.7 million, respectively, which is reded in
Prepayments and other current assets on the acogimgaConsolidated Balance Sheets.

IPL participates in an agreement with Health andfslve Benefit Plans LLC, an affiliate of AES, torpeipate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healttld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhgler payments. The cost of coverage under thisranogvas
approximately $22.6 million, $21.0 million, and $20nillion in 2011, 2010 and 2009, respectivelyd &recorded
in Other operating expenses on the accompanyingdidated Statements of Income. As of DecembeRB11
and 2010 we had prepaid approximately $2.1 miliad $2.8 million for coverage under this plan, vahi
recorded in Prepayments and other current assdteeaccompanying Consolidated Balance Sheets.

AES files federal and state income tax returns twisiznsolidate IPALCO and its subsidiaries. Und&xasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanade
records the provision for income taxes using arsgpaeturn method. IPALCO had a receivable/(pagjabhlance
under this agreement of $(2.4) million and $6.Qionlas of December 31, 2011, and 2010, respegtivéiich is
recorded in Prepayments and other current asseteeaccompanying Consolidated Balance Sheets.
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Long-term Compensation Plan

During 2011, 2010 and 2009, many of IPL’s non-ureomployees received benefits under the AES Long-ter
Compensation Plan, a deferred compensation progrhisitype of plan is a common employee retentim tised
in our industry. Benefits under this plan are gedrih the form of performance units payable in casth AES
restricted stock units and options to purchaseeshair AES common stock. All such components vettinds over
a three year period and the terms of the AES o#stfistock unit issued prior to 2011 also include@year
minimum holding period after the awards vest. Avgamthde in 2011 and for subsequent years will naubgect to
a two year holding period. In addition, the perfarroe units payable in cash are subject to cert&i& performance
criteria. Total deferred compensation expense dexbduring 2011, 2010 and 2009 was $1.2 million7 $dillion
and $1.4 million, respectively and was include®ther Operating Expenses on IPALCO’s Consolidated
Statements of Income. The value of these bensflbging recognized over the 36 month vesting paiatia
portion is recorded as miscellaneous deferred tsredih the remainder recorded as paid in capitdRALCO’s
Consolidated Balance Sheets in accordance with ABBCCompensation — Stock Compensation.”

See alsdThe AES Retirement Savings Plaimitluded in Note 12/Pension and Other Postretirement Benefits”
the audited Consolidated Financial Statements AEGO for a description of benefits awarded to IRhpdoyees
by AES under the RSP.

16. SEGMENT INFORMATION

Operating segments are components of an entefprisehich separate financial information is avaiéabnd is
evaluated regularly by the chief operating decisi@aker in assessing performance and deciding haldcate
resources. Substantially all of our business ctssisthe generation, transmission, distributiod aale of electric
energy conducted through IPL which is a verticaltggrated electric utility. IPALCO’s reportable $iness
segments are utility and nonutility. The nonutiligtegory primarily includes the 2016 IPALCO Nosesl the 2018
IPALCO Notes; approximately $6.7 million and $8.8lion of nonutility cash and cash equivalentspés
December 31, 2011 and 2010 respectively; short-gerdhlong-term nonutility investments of $4.6 noitliand $6.2
million at December 31, 2011 and 2010, respectj\ahgl income taxes and interest related to thesesit
Nonutility assets represented less than 1% of IP@IsGotal assets as of December 31, 2011 and 20%kO.
accounting policies of the identified segmentsamesistent with those policies and procedures destin the
summary of significant accounting policies. Intgngent sales, if any, are generally based on ptiwggeflect the
current market conditions.

The following table provides information about IPBO’s business segments (in millions):

2011 2010 2009
All All All
Electric  Other Total Electric Other Total Electric Other Total

Operating
revenue................. $1,172 - $117. $1,14! - $1,14¢ $1,06¢ - $1,06¢
Depreciation an
amortizatiot............ 167 - 167 164 - 164 162 - 162
Incometaxe............ 66 (29) 37 7€ (25) 51 74 (26) 48
Net incom.............. 105 (44) 61 12C (40) 80 11z (39) 74
Utility plant - net
of depreciatio........ 2,441 - 2,441 2,36: - 2,362 2,32: - 2,32:
Capital
expenditure............ 21C - 21C 164 - 164 11t - 11t
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17. QUARTERLY RESULTS (UNAUDITED)

Operating results for the years ended Decembe2@lll and 2010, by quarter, are as follows:

2011
March 31 June 30 September 30 December 31
(In Thousands)
Utility operating revenue $ 289,16% 279,943 $  320,550% 282,266
Utility operating income 35,726 36,137 48,451 32,339
Net income 13,430 12,534 26,120 8,491
2010
March 31 June 30 September 30 December 31
(In Thousands)
Utility operating revenue $ 288,03% 275,047 $  305,675% 276,144
Utility operating income 49,605 38,038 52,262 32,533
Net income 26,748 14,273 29,842 9,084

The quarterly figures reflect seasonal and weathlated fluctuations that are normal to IPL’s opierss.

K*kkkkkkkkkkk
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholder and Board of Directors of
Indianapolis Power & Light Company

We have audited the accompanying consolidated balsineets of Indianapolis Power & Light Company and
subsidiary (the Company) as of December 31, 20812840, and the related consolidated statemeritgoime,
common shareholder’s equity, and cash flows fohed¢he three years in the period ended Decembe2@®L1.
Our audits also included the financial statemehedale listed in the Index at Iltem 15. These fif@gtatements
and schedule are the responsibility of the Comgamgnagement. Our responsibility is to expresspaman on
these financial statements and schedule basedraudiis.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighaigo
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of the
Company's internal control over financial reporti@ur audits included consideration of internaltcolrover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstare not for the
purpose of expressing an opinion on the effectigerd the Company's internal control over finanggorting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisant
estimates made by management, and evaluating #ralbfinancial statement presentation. We beligna our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts,¢onsolidated
financial position of Indianapolis Power & Light @pany and subsidiary at December 31, 2011 and 201Dthe
consolidated results of their operations and tbesh flows for each of the three years in the pegisded December
31, 2011, in conformity with U.S. generally accebéecounting principles. Also, in our opinion, tiedated

financial statement schedule, when considerediatioa to the basic financial statements taken abhale, present
fairly in all material respects the information &&tth therein.

/sl ERNST & YOUNG LLP

Indianapolis, Indiana
February 24, 2012
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DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in the Financiateé®nents
and Supplementary Data:

1995B Bonds $40 Million City of Petersburg, Indiafallution Control Refunding
Revenue Bonds Adjustable Rate Tender SecuritigesSE995B,
Indianapolis Power & Light Company Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecuNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SeclNotes due May 1, 2018

AES The AES Corporation

ARO Asset Retirement Obligations

ASC Financial Accounting Standards Board Accounsitgndards Codification

CCT Clean Coal Technology

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Adjesit

EPA U.S. Environmental Protection Agency

FAC Fuel Adjustment Charges

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

FTRs Financial Transmission Rights

GAAP Generally accepted accounting principles althnited States

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IPL Funding IPL Funding Corporation

IURC Indiana Utility Regulatory Commission

kWh Kilowatt hours

Mid-America Mid-America Capital Resources, Inc.

MISO Midwest Independent Transmission System Operé&ic.

NOV Notice of Violation

Pension Plans Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Paswverght Company

Purchasers Royal Bank of Scotland plc and Windruitding Corporation

Receivables Sale Agreement Second Amended andt&®&eaceivables Sale Agreement, dated as of June

25, 2009, among IPL, IPL Funding Corporation, &s3kller, Indianapolis
Power & Light Company, as the Collection Agent, Riogank of Scotland
plc, as the Agent, the Liquidity Providers and Wmilll Funding

Corporation
RSG Revenue Sufficiency Guarantee
RSP The AES Retirement Savings Plan
SFAS Statement of Financial Accounting Standards
Supplemental Retirement Plan Supplemental Retirefkan of Indianapolis Power & Light Company
Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY

Consolidated Statements of Income
For the Years Ended December 31, 2011, 2010 and 200
(In Thousands)

2011 2010 2009
OPERATING REVENUES $ 1,171,924 $ 1,144903$ 1,068,081
OPERATING EXPENSES:
Operation:
Fuel 334,385 322,541 276,422
Other operating expenses 203,286 196,166 200,890
Power purchased 90,159 55,456 46,646
Maintenance 119,152 118,883 102,332
Depreciation and amortization 167,245 164,102 162,167
Taxes other than income taxes 42,435 39,378 35,732
Income taxes - net 62,609 75,939 73,935
Total operating expenses 1,019,271 972,465 898,124
OPERATING INCOME 152,653 172,438 169,957
OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constrocti 3,950 3,990 2,024
Miscellaneous income and (deductions) - net 9,431 (1,693) 1,477)
Income (taxes) benefit applicable to nonoperaiticgme (3,799) 252 (98)
Total other income and (deductions) - net 9,582 2,549 449
INTEREST AND OTHER CHARGES:
Interest on long-term debt 55,231 53,363 55,626
Other interest 1,786 2,136 1,391
Allowance for borrowed funds used during constiorc (2,674) (2,437) (1,608)
Amortization of redemption premium and expenselehnt 2,494 2,137 1,886
Total interest and other charges - net 56,837 55,199 57,295
NET INCOME 105,398 119,788 113,111
PREFERRED DIVIDEND REQUIREMENTS 3,213 3,213 3,213
NET INCOME APPLICABLE TO COMMON STOCK $ 102,185 $ 116,575 $ 109,898

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Balance Sheets
(In Thousands)

December 31,

December 31,

2011 2010
ASSETS
UTILITY PLANT:
Utility plant in service $ 4,313,015 4,096,883
Less accumulated depreciation 1,940,633 1,878,747
Utility plant in service - net 2,372,382 2,218,136
Construction work in progress 52,429 129,634
Spare parts inventory 15,534 12,737
Property held for future use 1,002 1,002
Utility plant - net 2,441,347 2,361,509
OTHER ASSETS:
Investment in long term debt securities - 41,669
Other - At cost, less accumulated depreciation 944 902
Other assets - net 944 42,571
CURRENT ASSETS:
Cash and cash equivalents 20,606 23,253
Accounts receivable and unbilled revenue (ldissvance for
doubtful accounts of $2,081 and $2,218, retpely) 136,007 140,538
Fuel - at average cost 52,694 37,369
Materials and supplies - at average cost 54,137 51,524
Deferred taxasset - current 12,323 11,291
Regulatory assets 7,424 -
Prepayments and other current assets 16,474 20,026
Total current assets 299,665 284,001
DEFERRED DEBITS:
Regulatory assets 485,932 416,749
Miscellaneous 22,344 14,310
Total deferred debits 508,276 431,059
TOTAL $ 3,250,232 3,119,140
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder's equity:
Common stock $ 324,537 324,537
Paid in capital 13,114 12,579
Retained earnings 443,946 422,364
Accumulated other comprehensive loss - (197)
Total common shareholder's equity 781,597 759,283
Cumulative preferred stock 59,784 59,784
Long-term debt 964,175 936,626
Total capitalization 1,805,556 1,755,693
CURRENT LIABILITIES:
Short-term debt 64,000 50,000
Accounts payable 81,175 83,358
Accrued expenses 24,049 22,848
Accrued real estate and personal property taxes 17,460 16,812
Regulatory liabilities 9,263 8,862
Accrued interest 20,391 19,763
Customer deposits 23,142 20,772
Other current liabilities 11,923 9,986
Total current liabilities 251,403 232,401
DEFERRED CREDITS AND OTHER LONG-TERM LIABILITIES:
Accumulated deferred income taxes - net 351,510 373,017
Non-current income tax liability 5,354 4,757
Regulatory liabilities 550,432 516,992
Unamortized investment tax credit 9,761 11,433
Accrued pension and other postretirement benefit 258,171 199,288
Miscellaneous 18,045 25,559
Total deferred credits and other long-teatilities 1,193,273 1,131,046
COMMITMENTS AND CONTINGENCIES (Note 13)
TOTAL $ 3,250,232 3,119,140

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY

Consolidated Statements of Cash Flows
For the Years Ended December 31, 2011, 2010 and 200
(In Thousands)

2011 2010 2009
CASHFLOWS FROM OPERATIONS:
Net income $ 105,398 $ 119,788% 113,111
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 167,216 161,300 157,814
Amortization of regulatory assets 2,529 6,777 7,726
Deferred income taxes and investment tax cestjitlstments - net (8,306) (4,884) (21,890)
Termination of interest rate swap (12,572) - -
Allowance for equity funds used during constiat (3,772) (3,795) (1,807)
Gain on sale of nonutility property (13,320) - -
Change in certain assets and liabilities:
Accounts receivable 4,531 (13,461) 266
Fuel, materials and supplies (17,938) (764) (9,093)
Income taxes receivable or payable 8,364 (6,410) (3,060)
Financial transmission rights (621) (1,214) 4,353
Accounts payable and accrued expenses 3,153 19,785 533
Accrued real estate and personal property taxes 648 (6,819) (3,180)
Accrued interest 2,577 354 2,658
Pension and other postretirement benefit expens 58,883 13,473 (48,860)
Short-term and long-term regulatory assetsliabdities (91,761) (32,475) 75,241
Other - net 5,091 5,703 4,301
Net cash provided by operating activities 210,100 257,358 278,113
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures (209,851) (163,652) (115,363)
Purchase of long-term investments - - (40,000)
Proceeds from sales and maturities of short-ievestments 2,000 - 40,436
Proceeds fromsales of assets 13,467 - 84
Grants under the American Recovery and Reinvestret of 2009 7,919 5,130 -
Other (18,865) (10,431) (7,196)
Net cash used in investing activities (205,330) (168,953) (122,039)
CASHFLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 138,000 9,508 97,700
Short-term debt repayments (124,000) (40,000) (150,391)
Long-term borrowings 234,873 40,000 171,850
Retirement of long-term debt (169,724) - (131,850)
Dividends on common stock (80,603) (111,522) (107,644)
Dividends on preferred stock (3,213) (3,213) (3,213)
Other (2,750) (1,640) (2,077)
Net cash used in financing activities (7,417) (106,867) (125,625)
Net change in cash and cash equivalents (2,647) (18,462) 30,449
Cash and cash equivalents at beginning of period 2523, 41,715 11,266
Cash and cash equivalents at end of period $ 20,696 23,253% 41,715
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest (net of amount capitalized) $ 53,686 52,114 % 53,953
Income taxes $ 66,350 $ 86,900 $ 98,750

See notes to consolidated
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Statements of Common Shareholder's Edy
(In Thousands

Accumulated

Other
Common Paid in Retained  Comprehensive
Stock Capital Earnings Loss Total
2009
Beginning Balance $ 324537 % 10439% 4150573 - % 750,033
Comprehensive Income attributable to common stock:

Net income applicable to common stock 109,898 109,898
Total Comprehensive Income attributable to comntooks 109,898
Cash dividends declared on common stock (107,644) (107,644)
Contributions from IPALCO 1171 1171
Balance at December 31, 2009 $ 324537 % 11610$  417311$% - $ 753,458
2010
Comprehensive Income attributable to common stock:

Net income applicable to common stock 116,575 116,575

Unrealized loss on available for sale investnieet

of income tax benefit of $134) (197) (197)
Total Comprehensive Income attributable to comntooks 116,378
Cash dividends declared on common stock (111,522) (111,522)
Contributions from IPALCO 969 969
Balance at December 31, 2010 $ 324537 % 12579$% 422364 % (197) $ 759,283
2011
Comprehensive Income attributable to common stock:

Net income applicable to common stock 102,185 102,185

Gain on sale of available for sale investmeat (n

of income tax expense of $134) 197 197
Total Comprehensive Income attributable to comntooks 102,382
Cash dividends declared on common stock (80,603) (80,603)
Contributions from IPALCO 535 535
Balance at December 31, 2011 $ 324537 % 13114 $ 4439463 - 3 781,597

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2011, 2010 and 200

1. ORGANIZATION

Indianapolis Power & Light Company (“IPL") was impmrated under the laws of the state of IndiankSi26. All
of the outstanding common stock of IPL is owned®4&LCO Enterprises, Inc. (“IPALCQ"). IPALCO is a why-
owned subsidiary of The AES Corporation (“AES”)AIRCO was acquired by AES in March 2001. IPL is eyemh
primarily in generating, transmitting, distributiagd selling electric energy to approximately 400,@etail
customers in the city of Indianapolis and neighbggities, towns and communities, and adjacent ereas all
within the state of Indiana, the most distant pbieing approximately forty miles from IndianapolBL has an
exclusive right to provide electric service to thasistomers. IPL owns and operates two primarigt-oed
generating plants, one combination coal and gas-filant and two combustion turbines at a sepaitg¢hat are
all used for generating electricity. IPL's net ¢tecgeneration capacity for winter is 3,492 megtisvand net
summer capacity is 3,353 megawatts.

IPL Funding Corporation (“IPL Funding”) is a spdemurpose entity and a wholly owned subsidiaryRif lnd is
included in the audited Consolidated FinancialeStegnts of IPL. IPL formed IPL Funding in 1996 tdl,sen a
revolving basis, up to $50 million of the retaitaants receivable and related collections of IPthial party
purchasers in exchange for cash (see Accounts WdateiSecuritization in Note 10lifdebtedness.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

IPL’s consolidated financial statements are preppameccordance with generally accepted accoumimgiples in
the U.S. (“GAAP”) and in conjunction with the rulaad regulations of the Securities and Exchangerflisgion.
The consolidated financial statements include to@ants of IPL and its unregulated subsidiary, Rinding. All
intercompany items have been eliminated in conattid. Certain costs for shared resources amoRgsahd
IPALCO, such as labor and benefits, are allocateshth entity based on allocation methodologiets tha
management believes to be reasonable. We haveateglsubsequent events through the date this rispgestued.

Use of Management Estimates

The preparation of financial statements in confeymiith GAAP requires that management make ceeatimates
and assumptions that affect the reported amourass#ts and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeifitse reported amounts of revenues and expensegjdbe
reporting period may also be affected by the esmand assumptions management is required to rAakeal
results may differ from those estimates.

Reclassifications

Certain prior period amounts have been reclassifiemnform to the current year presentation.
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Regulation

The retail utility operations of IPL are subjectth@ jurisdiction of the Indiana Utility RegulatoGommission
(“IURC™). IPL’s wholesale power transactions aréjget to the jurisdiction of the Federal Energy Ratpry
Commission (“FERC"). These agencies regulate IRIil#ty business operations, tariffs, accountingpreciation
allowances, services, security issues and theasal@cquisition of utility properties. The finaricéatements of
IPL are based on GAAP, including the provision§infancial Accounting Standards Board Accountingh&geds
Codification (“ASC”) 980"Regulated Operations,iwhich gives recognition to the ratemaking and aating
practices of these agencies. See also Ndteefulatory Assets and Liabilitiesfor a discussion of specific
regulatory assets and liabilities.

Revenues and Accounts Receivable

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thraustghe month. At the end of each month, amounenefgy
delivered to customers since the date of the lasemeading are estimated and the correspondibifjathrevenue
is accrued. In making its estimates of unbilleceraxe, IPL uses complex models that consider vafamiers
including daily generation volumes, known amouritsreergy usage by certain customers, estimateddsses and
estimated customer rates based on prior perioddsll Given the use of these models, and that mestoare billed
on a monthly cycle, we believe it is unlikely timaaterially different results will occur in futurepods when
revenue is billed. As part of the estimation ofilled revenues, IPL estimates line losses on a hipiiasis. At
December 31, 2011 and 2010, customer accounts/adxteiinclude unbilled energy revenues of $44.lioniland
$57.4 million, respectively, on a base of annuatéreie of $1.2 billion and $1.1 billion in 2011 a2f10,
respectively. Our provision for doubtful accountsluded in Other operating expenses on the accoymgan
Consolidated Statements of Income was $3.7 milgnQ million and $4.5 million for the years end2elcember
31, 2011, 2010 and 2009, respectively.

IPL’s basic rates include a provision for fuel soa$ established in IPL’s most recent rate proogedihich last
adjusted IPL'’s rates in 1996. IPL is permittedeoaver actual costs of purchased power and fueuwoad, subject
to certain restrictions. This is accomplished tigtoquarterly Fuel Adjustment Charges (“FAC”) prodiegs, in
which IPL estimates the amount of fuel and purctigeever costs in future periods. Through thesegedings,

IPL is also permitted to recover, in future rat@sjerestimated fuel and purchased power costs gran periods,
subject to certain restrictions, and thereforeawer or underestimated costs are deferred or ad@né amortized
into fuel expense in the same period that IPL'sesatre adjusted.

In addition, we are one of many transmission owonéthe Midwest Independent Transmission Systenr&ipe

Inc. ("MISQ"), a regional transmission organizatiwhich maintains functional control over the congan
transmission systems of its members and managesfahe largest energy markets in the U.S. In tiE®™market,
IPL offers its generation and bids its demand theomarket on an hourly basis. The MISO settlesetmurly

offers and bids based on locational marginal priedsch is pricing for energy at a given locaticasbd on a market
clearing price that takes into account physicaltlitions, generation, and demand throughout theOAi&gion. The
MISO evaluates the market participants’ energyreféend demand bids to economically and reliablpatish the
entire MISO system. IPL accounts for these houffigre and bids, on a net basis, in UTILITY OPERATGN
REVENUES when in a net selling position and in UMY OPERATING EXPENSES — Power Purchased when in
a net purchasing position.

Contingencies

IPL accrues for loss contingencies when the amotitite loss is probable and estimable. IPL is stilifevarious
environmental regulations, and is involved in dertagal proceedings. If IPL’s actual environmergati/or legal
obligations are different from our estimates, theognition of the actual amounts may have a méafenjzact on
our results of operations, financial condition, @agh flows; although that has not been the caseglthe periods
covered by this report. As of December 31, 2011 201D, total loss contingencies accrued were $4lBmand
$2.3 million, respectively, which were included@ther Current Liabilities on the accompanying Cdidsded
Balance Sheets.
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Concentrations of Risk

Substantially all of IPL’s customers are locatethim the Indianapolis area. In addition, approxieha64% of
IPL’s full-time employees are covered by collectbargaining agreements in two bargaining unitdhgsizal unit
and a clerical-technical unit. IPL’s current cootravith the physical unit expires on December 3,28nd the
contract with the clerical-technical unit expiresbFuary 10, 2014. Additionally, IPL has long-teraatcontracts
with five suppliers, with about 45% of our existiogal under contract coming from one supplier. &utiglly all
of the coal is currently mined in the state of ar.

Allowance For Funds Used During Construction

In accordance with the Uniform System of Accountsspribed by FERC, IPL capitalizes an allowancelernet
cost of funds (interest on borrowed funds and aaeable rate of return on equity funds) used foistroiction
purposes during the period of construction witloaesponding credit to income. IPL capitalized antswsing
pretax composite rates of 8.6%, 8.8%, and 8.8%ndw011, 2010, and 2009, respectively.

Utility Plant and Depreciation

Utility plant is stated at original cost as defirfed regulatory purposes. The cost of additionattiity plant and
replacements of retirement units of property amrged to plant accounts. Units of property replameabandoned
in the ordinary course of business are retired ftioenplant accounts at cost; such amounts, legagml are charged
to accumulated depreciation. Depreciation is comgbibty the straight-line method based on functioat@s
approved by the IURC and averaged 3.9%, 4.0%, &% during 2011, 2010 and 2009, respectively. Daptien
expense was $166.3 million, $160.5 million, and&@5million for the years ended December 31, 2@010 and
2009, respectively.

Derivatives

We have only limited involvement with derivativadincial instruments and do not use them for tragimgoses.
IPL accounts for its derivatives in accordance WiC 815‘Derivatives and Hedging.IPL had one interest rate
swap agreement, which was terminated in Novembgt 2®L entered into this agreement as a meansaahging
the interest rate exposure on a $40 million unstuariable-rate debt instrument. The interestesaéint amounts
from the swap agreement prior to its terminatiomeareported in the financial statements as a comptoof interest
expense.

In addition, IPL has entered into contracts invedythe physical delivery of energy and fuel. Beeathese
contracts qualify for the normal purchases and mbsales scope exception in ASC 815, IPL has aldctaccount
for them as accrual contracts, which are not aéfuiir changes in fair value.

Fuel, Materials and Supplies

We maintain coal, fuel oil, materials and suppiiegentories for use in the production of electsicithese
inventories are accounted for at the lower of cosharket, using the average cost.

Income Taxes

IPL includes any applicable interest and penatideted to income tax deficiencies or overpaymanthe
provision for income taxes in its Consolidated &tants of Income. The income tax provision inclugiess
interest income/(expense) of $0.0 million, $0.7lioil and ($0.1 million) for the years ended Decenife 2011,
2010 and 2009, respectively.

Deferred taxes are provided for all significant pamary differences between book and taxable incdihe.effects
of income taxes are measured based on enacteditavsites. Such differences include the use olerated
depreciation methods for tax purposes, the uséfefent book and tax depreciable lives, ratesiarskrvice dates
and the accelerated tax amortization of pollutiontml facilities. Deferred tax assets and liala@$tare recognized
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for the expected future tax consequences of egiglifierences between the financial reporting andréporting
basis of assets and liabilities. Those income taggable which are includable in allowable costsébemaking
purposes in future years are recorded as regulasssts with a corresponding deferred tax liabilityestment tax
credits that reduced federal income taxes in tlaesythey arose have been deferred and are beingizedao
income over the useful lives of the propertiesdocaidance with regulatory treatment. Contingetiliges related
to income taxes are recorded in accordance with A8LCIncome Taxes.”

Cash and Cash Equivalents

We consider all highly liquid investments purchaséith original maturities of three months or lesshe date of
acquisition to be cash equivalents.

Repair and Maintenance Costs

Repair and maintenance costs are expensed asadcurr

Per Share Data

IPL is a wholly-owned subsidiary of IPALCO and doed report earnings on a per-share basis.
New Accounting Pronouncements

Financial Accounting Standards Board Accountingn8trds Codification 860

In June 2009, the Financial Accounting Standardsr&¢‘FASB”) issued Statement of Financial Accongti
Standards (“SFAS”) 166Accounting for Transfers of Financial Assétshich amends SFAS 140 and changed the
accounting rules for certain sales of accountsivabée effective January 1, 2010, among other thitigL has one
such arrangement that was impacted by SFAS 166.rasult of the adoption of SFAS 166, now knowASE

860, the accounts receivable sale arrangement batii#, IPL Funding Corporation (“IPL Funding”) atidrd

party purchasers is now treated as a collaterabpebwing for financial reporting purposes, ratttean as a sale,

as was previously the case. Please refer to Notdrddkebtednessfor more information.

Fair Value Measurement (Topic 820)

In May 2011, the FASB issued Accounting Standargdddtie Topic 820Fair Value Measurement Amendments to
Achieve Common Fair Value Measurement and DiscioRaquirements in U.S. Generally Accepted Accagintin
Principles and International Financial ReportingaBtiards” The amendments in this update result in comnain f
value measurement and disclosure requirements wh&e1Generally Accepted Accounting Principles and
International Financial Reporting Standards. Cousatly, the amendments change the terminology tesed
describe many of the requirements under U.S. GHnérecepted Accounting Principles for measuring faalue
and for disclosing information about fair value m@@ments. For many of the requirements, the FAS® dot
intend for the amendments in this update to réswdtchange in the application of the requiremanfBopic 820.
Some of the amendments clarify the FASB’s interuaithe application of existing fair value measueein
requirements. Other amendments change a partigtitaniple or requirement for measuring fair valudar
disclosing information about fair value measureraehe amendments in this update are effectivéPfor
beginning January 1, 2012 and are currently noéebgal to have a material effect on IPL’s consodiddinancial
statements.

Comprehensive Income (Topic 220)

In June 2011, the FASB issued Accounting Standdpttate Topic 220Presentation of Comprehensive Income
Under the amendments in this update, an entityHesption to present the total of comprehensicerime, the
components of net income, and the components ef attmprehensive income either in a single contisuo
statement of comprehensive income or in two sepdmait consecutive statements. The amendmentssimpliate
are effective for IPL beginning January 1, 2012 arelcurrently not expected to have a materiatetia IPL’s
consolidated financial statements.
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3. INVESTMENT IN LONG-TERM DEBT SECURITIES

IPL had no investments in debt securities at Deegrth, 2011. As of December 31, 2010, IPL’s investtin debt
securities consisted of available-for-sale debustes of $41.7 million. Auction rate securitiesthva recorded
value of $1.7 million as of December 31, 2010 wireidated during the first quarter of 2011 at tHace amount
of $2.0 million. IPL’s investment in variable ralemand notes at December 31, 2010 consisted &4 lillion
City of Petersburg, Indiana, Pollution Control Raling Revenue Bonds Adjustable Rate Tender Seesi@eries
1995B, Indianapolis Power & Light Company Projeé@905B Bonds”). Beginning on May 6, 2009, as a hesti
downgrades in the bond insurer’s credit ratings,svap counterparty exercised its right to payré@steto IPL at the
alternative floating rate. As a result, IPL’s effee interest rate for the 1995B Bonds as of Audist2009,
including the interest rate swap agreement, inec&®m 5.21% to approximately 12% per annum. Ipt&aber
2009, in accordance with the terms of the 1995BdBoiPL converted the 1995B Bonds from tax-exemgxkdy
interest rate mode to commercial paper mode amttgid the remarketing agent to no longer remahlee1995B
Bonds. In connection with this conversion all of tutstanding 1995B Bonds were tendered back toub&ee. In
accordance with the terms of IPL’'s committed lidyidacility, the trustee drew $40 million agairibts facility to
fund the tender and the trustee began holding28&R Bonds on IPL’s behalf. These bonds did not bearest
while in commercial paper mode since they were bglthe trustee; however IPL continued to be liabla swap
counterparty for 5.21% interest. As part of a definancing, the 1995B Bonds were redeemed in Ndezr011.
See Note 10,Ihdebtednesdor further discussion.

4. REGULATORY MATTERS
General

IPL is subject to regulation by the IURC as tosisvices and facilities, the valuation of propetityg construction,
purchase, or lease of electric generating fadglitiee classification of accounts, rates of deptami, retail rates and
charges, the issuance of securities (other thatesees of indebtedness payable less than twelvéhmafter the
date of issue), the acquisition and sale of sonmdigutility properties or securities and certather matters.

In addition, IPL is subject to the jurisdictiontble FERC with respect to short-term borrowing mgfulated by the
IURC, the sale of electricity at wholesale andtta@smission of electric energy in interstate comuagthe
classification of accounts, reliability standardsd the acquisition and sale of utility propertyértain
circumstances as provided by the Federal PowerA&ch regulated entity, IPL is required to useaiaraccounting
methods prescribed by regulatory bodies which nitigrdrom those accounting methods required tabed by
unregulated entities.

IPL is also affected by the regulatory jurisdictiofithe U.S. Environmental Protection Agency (“ERpAt the
federal level, and the Indiana Department of Envinental Management at the state level. Other sogmf
regulatory agencies affecting IPL include, butmoelimited to, North American Electric Reliabilitgorporation,
the U.S. Department of Labor and the Indiana Odibopal Safety and Health Administration.

FAC and Authorized Annual Jurisdictional Net Operating Income

IPL may apply to the IURC for a change in IPL’sIfabarge every three months to recover IPL’s egtohéuel
costs, including the energy portion of purchaseggyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegpawboth so as to provide electricity to its letastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electfitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measuneneges, exceeds a utility’s authorized annuadglictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagginst which
the excess rolling twelve month jurisdictional nperating income can be offset.
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In IPL’s fourteen most recently approved FAC filing-AC 81 through 94), the IURC found that IPL'ding
annual jurisdictional retail electric net operatingome was lower than the authorized annual jigiahal net
operating income. FAC 94 includes the twelve moetided October 31, 2011. In IPL’s FAC 76 througHilggs,
the IURC found that IPL’s rolling annual jurisdiotial retail electric net operating income was gretitan the
authorized annual jurisdictional net operating imeo Because IPL has a cumulative net operatingieco
deficiency, it has not been required to make custamfunds in its FAC proceedings. However, |PL i@yviously
offered voluntary credits to its customers to attapcerns raised by the IURC regarding IPL’s lefedarnings.

Purchased power costs below an established benktarepresumed to be recoverable fuel costs. Tirerdu
benchmark is based on natural gas prices. Purclpaseer costs over the benchmark not recovered &om
customers have not had a material impact on outtsesf operations, financial condition, or cashwi to date.

Environmental Compliance Cost Recovery AdjustmentECCRA")

IPL may apply to the IURC for approval of a ratguastinent known as the Environmental Compliance Cost
Recovery Adjustment (‘ECCRA”) every six months ézover costs to install and/or upgrade Clean Coal
Technology (“CCT") equipment. The total amountBfls CCT equipment approved for ECCRA recoveryfas o
December 31, 2011 was $615.4 million. The jurisdi@l revenue requirement that was approved byURC to
be included in IPL’s rates for the six month perfcan September 2011 through February 2012 wass$#8lion.

The EPA released the final Utility MACT rule in Derober 2011 to address HAP emissions from certaictrid
generating power plants, including mercury, asudised in ‘Environmental Matters — Utility MACT We had
suspended our plan to install the mercury emissiomsitoring equipment until the new rule was finall and are
now in the process of determining when to proceii tle installation of such equipment as well dmtwother
equipment is necessary to comply with the finalitMACT rule. The cost of compliance with suctgtgations
could be material and could adversely affect owiress, cash flows and results of operations. Weseak
recovery of any operating or capital expendituetated to air pollution control technology to reduegulated air
emissions; however, there can be no assurancea¢habuld be successful in that regard.

During the years ended December 31, 2011, 2012@08, we made $64.4 million, $53.1 million, and &1
million, respectively, in CCT expenditures. The ardy of such costs are recoverable as a restlie@ECCRA
filings described above.

Demand-Side Management and IPL’s Smart Energy Projet

In 2004, the IURC initiated an investigation to eXae the overall effectiveness of Demand Side Manant
(“DSM") programs throughout the State of Indiana &m consider any alternatives to improve DSM penfance
statewide. On December 9, 2009, the IURC issuedreefic DSM Order that found that electric utilitmsbject to
its jurisdiction must meet an overall goal of arlreast-effective DSM programs that reduce retddwatt hours
(“kwh") sales (as compared to what sales would H#een excluding the DSM programs) of 2% per yea2@49
(beginning in 2010 at 0.3% and growing to 2.0%012, and subject to certain adjustments). The [&RG found
that all jurisdictional electric utilities have participate in five initial, statewide core DSM grams, which will be
administered by a third party administrator. Consegly, our DSM spending, both capital and opegatiill
increase significantly going forward, which wilkély reduce our retail energy sales and the assocravenues.

Prior to the issuance of the Generic DSM Order, fileld a petition seeking relief for substantive @ $rograms.
IPL proposed a DSM plan to be considered in twaspbhaThe first phase (Phase ) sought recovenydditional-
type DSM programs such as residential home weatt@rn and energy efficiency education programs THRC
issued an Order in February 2010 that approvegrbgrams included in IPL's Phase | request. In @afdito IPL’s
recovery of the direct costs of the DSM prograre, @rder also included an opportunity for IPL toeige
performance based incentives. The second phassgPhaought recovery for “Advanced” DSM prograamsi
was coincident with IPL’s application for a smaridgfunding grant from the Department of EnergyeAdvanced
DSM programs included an Advanced Metering Infiagtiire communication backbone as well as two-watgrae
and home area network devices for certain of IRUStomers. In February 2010, the IURC issued ariQtt
approved IPL’'s Phase Il program, but denied IPeguest to timely recover its expenditures. Instéald would
need to seek recovery of the costs incurred unsi&hase Il program during its next basic rate paseeeding.
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In October 2010, IPL filed a petition with the IUR@ approval of its plan to comply with the [IURCZeneric
DSM Order. In November 2011, IPL received apprdrah the IURC for a new three-year DSM budget fatal
$63.1 million that includes the opportunity for flemance based incentives.

In 2010, IPL was awarded a smart grid investmeaigior $20 million as part of its $48.9 million 8mEnergy
Project (including smart grid technology), whicHlwirovide its customers with tools to help themrmefficiently
use electricity and upgrade IPL’s electric deliveygtem infrastructure. Under the grant, the U.&ddtment of
Energy is providing nontaxable reimbursements toft® up to $20 million of capitalized costs assded with
IPL's Smart Energy Project. These reimbursemem$aing accounted for as a reduction of the capilSmart
Energy Project costs. Through December 31, 201hawve received total grant reimbursements of $a8litbn
since the 2010 project inception.

Tree Trimming Practices Investigation

In February 2009, an IPL customer filed a complalaiming our tree trimming practices were unrease and
expressed concerns with language contained inaoifif that addressed our tree trimming and treeonaahrights.
Subsequently, the IURC initiated a generic invesiam into electric utility tree trimming practicasd tariffs in
Indiana. In November 2010, the IURC issued an oirdére investigation, which imposed additionaluiegments
on the conduct of tree trimming. The order includeguirements on utilities to provide advance cugonotice
and obtain customer consent or additional easenfestisting easements and rights of way are insiaffit to
permit pruning in accordance with the required stdustandards or in the event that a tree wouddinie have
more than 25% of its canopy removed. The orderdilsxted that a rulemaking would be initiatedualier
address vegetation management practices.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in cas# emergency or public safety, utilities may,heiit customer
consent, remove more than 25% of a tree or trinobeexisting easement or right of way boundariagitoedy the
situation. The IURC is currently in the procespaimulgating formal rules to implement the ordese %hd other
interested parties are participating in this rulkimg process. It is not possible to predict theconte of the
rulemaking process, but this could adversely impactdistribution reliability and significantly inease our
vegetation management costs and the costs of defpadr vegetation management program in litigatishich
could have a material impact on our consolidatedrfcial statements.

Wind Power Purchase Agreements

We are committed under a power purchase agreem@nirthase approximately 100 megawatts of wind igeee
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 megawatts of wind geeerectricity for 20 years from a project in M@sota,
which began commercial operation in October 201&.RAAve authority from the IURC to recover the céstdoth
of these agreements through an adjustment mechadisnmistered within the FAC.

MISO Real Time Revenue Sufficiency Guarantee

The MISO collects Revenue Sufficiency GuaranteeS@GR) charges from market participants to pay faregation
dispatched when the costs of such generation dneoovered in the market clearing price. Overhst several
years, there have been disagreements betweenstetdgarties regarding the calculation methodofogRSG
charges and how such charges should be allocated tndividual MISO participants. The MISO has iped their
methodology multiple times. Per past FERC orderflécember 2008, the MISO filed with the FERC itspgosed
revisions and clarifications to the calculatiortlod RSG charges and had begun to use its new nudtigydn
January 2009, including making resettlements ofiptes calculations. In the second quarter of 2608 FERC
withdrew its previous orders related to RSG chasagekfurther directed MISO to cease the ongoingketar
resettlements and refund process and to recomelarnounts paid and collected in order to retuch @aarket
participant to the financial state it was in beftire refund process began. This has the potentjalidation that IPL

112



would no longer be entitled to refunds that were ttulPL under the previous order for periods betwApril 1,
2005 and November 4, 2007.

In July 2009, IPL filed a Request for Clarificationalternately a Request for Rehearing on thiseigsdone. In
addition to our requests, other interested pahiza® expressed interest in a different model otcaling RSG
charges. Another factor that affects how RSG clsigeact IPL is our ability to recover such costsf our
customers through our FAC and/or in a future bestie case proceeding. Under the methodology cuyrienéffect,
RSG charges have little effect on IPL’s financiatesments as the vast majority of such chargesanrsidered to be
fuel costs and are recoverable through IPL’s FAfi)erthe remainder are being deferred for futucovery in
accordance with generally accepted accounting iptesin the U.S. However, the IURC's orders in ®EAC 77,
78 and 79 proceedings approved IPL’s FAC factoamimterim basis, subject to refund, pending theame of the
FERC proceeding regarding RSG charges and any gudseappeals therefrom. On August 30, 2010, FERGed
an order approving the RSG Redesign as previoisty inder Section 206 on February 23, 2009 andired
MISO to make a compliance filing with the chang@a.October 29, 2010 the MISO made its complianogfi
regarding the RSG Redesign, and indicated thabitlavsubsequently file under Section 205 modifmadito the
RSG Redesign rate. The MISO also indicated it ebgukto be ready to implement the RSG Redesigroratdarch
1, 2011. On February 15, 2011, the MISO filed teeachits December 1, 2010 filing modifying the RS&dBsign
rate, to change the effective date of the proposedifications to April 1, 2011. FERC issued its ergartially
accepting the filings on March 31, 2011. On Mag@11, MISO submitted a request for rehearing aifetation of
FERC's March 31, 2011 order regarding the allocatibthe cost of RSG. As a result, it is not polgsib predict
how these proceedings will ultimately impact IPLt lve do not believe they will have a material ictpan our
financial statements.

MISO Transmission Expansion Cost Sharing and FERC @ler 1000

Beginning in 2007, MISO transmission owners inagdiPL began to share the costs of transmissioaresipn
projects with other transmission owners after qudjects were approved by the MISO board of dinesctopon
approval by the MISO board of directors the trarssioin owners must make a good faith effort to baifid/or pay
for the projects. Costs allocated to IPL for thejpcts of other transmission owners are colleciethb MISO per
their tariff. See also Senate Bill 251 below unt&nvironmental Matters

On July 21, 2011, the FERC issued Order 1000, aingrtde transmission planning and cost allocation
requirements established in Order No. 890. Thradgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéssamend their open access transmission tariffeescribe how
public policy requirements will be considered indband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neigigpttiansmission planning regions for interregidaallities.

The MISO'’s approved tariff in part already compheish Order 1000. However, Order 1000 will resualithanges
to transmission expansion costs charged to useotBO. Such changes relate to public policy rezpuints for
transmission expansion within the MISO footprint¢is as to comply with renewable mandates of ottaes
within the footprint. These charges are difficoltestimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apaloVhrough
December 31, 2011, we have deferred as a regulasset $2.3 million of MISO transmission expansiosts.
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5. UTILITY PLANT IN SERVICE

The original cost of utility plant in service segatded by functional classifications, follows:

As of December 31,

2011 2010
(In Thousands)
Production $ 2,684,443 $ 2,509,755
Transmission 238,762 239,454
Distribution 1,219,070 1,184,433
General plant 170,740 163,24
Total utility plant in service $ 4,313,015 $ 4,096,883

Substantially all of IPL’s property is subject t$865.3 million direct first mortgage lien, as oé&@mber 31, 2011,
securing IPL’s first mortgage bonds. Property urgigital leases as of December 31, 2011 and 2040 wa
insignificant. Total non-legal removal costs ofittiplant in service at December 31, 2011 and 2@&@e $552.0
million and $522.6 million, respectively and tolfjal removal costs of utility plant in serviceCetcember 31,
2011 and 2010 were $16.6 million and $15.6 milli@mspectively. Please see Noté/&sset Retirement
Obligations” for further information.

IPL anticipates material additional costs to compith various pending and final federal legislateomd regulations
and itis IPL’s intent to seek recovery of any diddial costs. The majority of the expendituresdonstruction
projects designed to redus@fur dioxides and mercury emissions are recoverfabm jurisdictional retail
customers as part of IPL's CCT projects, howeviegesjurisdictional retail rates are subject toulagpry approval,
there can be no assurance that all costs will bevered in rates.

6. FAIR VALUE MEASUREMENTS

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgpther speculative purposes. The estimated &irevof financial
instruments has been determined by using avaitablé&et information and appropriate valuation metiodies.
However, considerable judgment is required in prteting market data to develop the estimates ofv&lue.
Accordingly, the estimates presented herein arm@o¢ssarily indicative of the amounts that we d¢oeblize in a
current market exchange. The use of different miaaksumptions and/or estimation methodologies raag la
material effect on the estimated fair value amaunts

Cash Equivalents

As of December 31, 2011 and 2010, our cash equitsat®nsisted of money market funds. The fair valueash
equivalents approximates their book value due &g ghort maturity, which was $0.5 million and $&8lion as of
December 31, 2011 and 2010, respectively.

Investments in debt securities

As of December 31, 2011 and December 31, 2010nwastment in debt securities consisted of availdbf-sale
debt securities of $0.0 million and $41.7 millieaspectively. Auction rate securities with a reeatdalue of $1.7
million as of December 31, 2010 were liquidatedmiyithe first quarter of 2011 at their face amonfrfs2.0
million. IPL’s investment in variable rate demanates at December 31, 2010 consisted of the $46mill995B
Bonds, which were redeemed in November 2011.
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Customer Deposits

Our customer deposits do not have defined matdatgs and therefore, fair value is estimated tthbeamount
payable on demand, which equaled book value. Custdeposits totaled $23.1 million and $20.8 millamof
December 31, 2011 and 2010, respectively.

Pension Assets

As of December 31, 2011, IPL’s pension assetseamegnized at fair value in the determination of wetraccrued
pension obligation in accordance with the guidaiastablished in ASC 715 and ASC 820, which is ritesd
below. For a complete discussion of the impaceobgnizing pension assets at fair value, please tefNote 12,
“Pension and Other Postretirement Benéfits

Indebtedness

The fair value of our outstanding fixed rate ded been determined on the basis of the quoted batikes of the
specific securities issued and outstanding. Irageircumstances, the market for such securites imactive and
therefore the valuation was adjusted to considangas in market spreads for similar securities oAdiagly, the
purpose of this disclosure is not to approximagwhlue on the basis of how the debt might be aefied.

The following table shows the face value and tleviaue of fixed rate and variable rate indebtes$rfor the
periods ending:

December 31, 2011 December 31, 2010
Face Fair Face Fair
Value Value Value Value
(In Millions)
Fixed-rate $ 9653 $ 11,1179 $ 8577 $ 906.0
Variable-rate 64.0 64.0 30D 130.0
Total indebtedness $ 10293 $ 1,1819 $ 987.7 $ 1,036.0

The difference between the face value and the iceymalue of this indebtedness represents unamedrtiiscounts
of $1.1 million and $1.0 million at December 31,120and December 31, 2010, respectively.

Fair Value Hierarchy

ASC 820 defined and established a framework forsmeag fair value and expands disclosures abouvéie
measurements for financial assets and liabilities are adjusted to fair value on a recurring baistBor financial
assets and liabilities that are measured at féirevan a nonrecurring basis, which have been aaljust fair value
during the period. In accordance with ASC 820, weehcategorized our financial assets and liakslitiet are
adjusted to fair value, based on the priority @& ithputs to the valuation technique, following theee-level fair
value hierarchy prescribed by ASC 820, as follows:

Level 1 - unadjusted quoted prices for identicakss or liabilities in an active market.

Level 2 - inputs from quoted prices in markets vehieading occurs infrequently or quoted pricesnstruments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefaewn assumptions about the inputs used in prithiegasset or
liability.

IPL did not have any financial assets or liabitrmeasured at fair value on a nonrecurring basighahave been

adjusted to fair value during the periods covengthis report. As of December 31, 2011 and 201Qeatluding
pension assets — see Note IRefision and Other Postretirement Beng&fitd IPL’s financial assets or liabilities
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measured at fair value on a recurring basis wensidered Level 3, based on the fair value hierar¢hg following

table presents those financial assets and liadsliti

Fair Value Measurements

Using Level 3 at

December 31, 2011

December 31, 2010

(In Thousands)
Financial assets:

Investments in debt securities $ - % 41,669

Financial transmission rights 778 2,158
Total financial assets measured at fair value $ 2,779 $ 43,827
Financial liabilities:

Interest rate swafy $ - 3% 9,426

Other derivative liabilities 181 193
Total financial liabilities measured at fair value $ 181 $ 9,619

M These investments were terminated in 2011 with aterial impact to the consolidated financial staets.

The following table sets forth a reconciliationfisfancial instruments classified as Level 3 in thie value

hierarchy (note, amounts in this table indicateyiag values, which approximate fair values):

Derivative Financial

Instruments, net Investments in

Liability Debt Securities Total
(In Thousands)

Balance at January 1, 2010 $ (7,433) $ 42,000 $ 4,557
Unrealized losses recognized in OCI - (331) (331)
Unrealized losses recognized in earnings (22) - j22
Unrealized loss recognized as a regulatory ligbilit (2,015) - (2,015)
Issuances and settlements, net 0092, - 2,009

Balance at December 31, 2010 $ (7,461) $ 41669 $ 4,288
Unrealized gain recognized in OCI - 331 331
Unrealized losses recognized in earnings (15) - (15)
Unrealized loss recognized as a regulatory ligbilit (5,095) - (5,095)
Issuances 8,085 - 8,085
Settlements 7,084 (42,000) (3891

Balance at December 31, 2011 $ 2598 $ - $ 2598

Valuation Techniques

Financial Transmission Rights

In connection with IPL’s participation in the MIS@,the second quarter of each year IPL is grafiteahcial
instruments that can be converted into cash omiginhTransmission Rights (“FTRs”) based on IPIdseicasted
peak load for the period. FTRs are used in the Mh&®ket to hedge IPL’s exposure to congestion @srghich
result from constraints on the transmission syst@in.converts all of these financial instrument®iRTRs. IPL’'s
FTRs are valued at the cleared auction prices Té&tsHn the MISO’s annual auction. Because of tfieequent
nature of this valuation, the fair value assigreethe FTRs is considered a Level 3 input undefahiesalue
hierarchy required by ASC 820. An offsetting regaitg liability has been recorded as these reveouessts will
be flowed through to customers through the FACs#ah, there is no impact on our Consolidated Stetésrof

Income.
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7. REGULATORY ASSETS AND LIABILITIES

Regulatory assets represent deferred costs otstbdt have been included as allowable costseafitsrfor
ratemaking purposes. IPL has recorded regulat@sta®r liabilities relating to certain costs aedits as authorized
by the IURC or established regulatory practiceadoordance with ASC 980. IPL is amortizing non tetated
regulatory assets to expense over periods rangimg f to 35 years. Tax-related regulatory ass@tesent the net
income tax costs to be considered in future regoygtroceedings generally as the tax-related ansoang paid.
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The amounts of regulatory assets and regulatdoifitias at December 31 are as follows:

2011

2010

Recovery Period

Regulatory Assets

(In Thousands)

Current:
Deferred fuel under-collection $ B09 $ -
Demand-Side Management program
costs 326 -
Total current regulatory assets 7,424 -
Long-term:
Unrecognized pension and other
postretirement benefit plan costs 306,923 235,371
Income taxes recoverable from
customers 49,525 66,38
Deferred MISO costs 80,367 71,048
Unamortized Petersburg unit 4 carrying
charges and certain other costs 15,466 16,520
Unamortized reacquisition premium on
debt 29,086 14,249
Unrealized loss on interest rate swap - 9,426
Environmental project costs 4,545 3,491
Other miscellaneous 20 257
Total long-term regulatory assets 485,932 416,749
Total regulatory assets $ 493,356 $ 416,749
Regulatory Liabilities
Current:
Deferred fuel over-collection $ - $ 1,439
FTR’s 2,779 2,158
Fuel related 2,500 405
Environmental project costs 3,984 4,125
Demand-Side Management program
costs - 357
Total current regulatory liabilities 9,263 8,862
Long-term:
ARO and accrued asset removal costs 6,928 508,609
Unamortized investment tax credit 6,370 7,790
Fuel related 7,142 593
Total long-term regulatory liabilities 550,432 516,992
Total regulatory liabilities $ 559,695 $ 525,854

Through 20%2

Through 2018

Various

Various
To be determiri@d

Through 2026

Over agrng life of debt

Through 2023
Through 2021
To be determirf@d

Through 202
Through 2013Y
Through 2019
Through 20§2

Through 2018

Not Applicable
Through 2021
To be determinéd

@ Recovered (credited) per specific rate orders
@ Recovery is probable but timing not yet determined
@ Recovered with a current return

@ Per IURC Order, will offset MISO transmission expim costs beginning October 2011

Deferred Fuel

Deferred fuel costs are a component of currentlaggiy assets and are expected to be recoveredgifoture
FAC proceedings. IPL records deferred fuel in adance with standards prescribed by the FERC. Tfezrdd fuel
adjustment is the result of variances between estidifuel and purchased power costs in IPL's FA€Caatual fuel
and purchased power costs. IPL is permitted towerconderestimated fuel and purchased power coststire
rates through the FAC proceedings and thereforedbts are deferred and amortized into fuel expenges same
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period that IPL’s rates are adjusted. Deferred Wuas a regulatory asset of $7.1 million as of Ddoen31, 2011
and a regulatory liability of $1.4 million as of Bember 31, 2010, respectively. The deferred fusttascreased
$8.5 million in 2011 as a result of IPL underestimgits fuel costs for 2011.

Unrecognized Pension and Postretirement Benefit PliaCosts

In accordance with ASC 7I'®ompensation — Retirement Benefiatid ASC 980, we recognize a regulatory asset
equal to the unrecognized actuarial gains and $ossd prior service costs. Pension expenses asedezstbased on
the benefit plan’s actuarially determined pensiahility and associated level of annual expensdsetoecognized.
The other postretirement benefit plan’s deferremefiecost is the excess of the other postretirdrhenefit liability
over the amount previously recognized.

Deferred Income Taxes

This amount represents the portion of deferredrimetaxes that we believe will be recovered thrdudlre rates,
based upon established regulatory practices, wigchit the recovery of current taxes. Accordinghys regulatory
asset is offset by a deferred tax liability anebpected to be recovered, without interest, oveptriod underlying
book-tax timing differences reverse and becomeetiitiaxes.

Deferred MISO Costs

These consist of administrative costs for transimisservices, transmission expansion cost shaaing,certain
other operational and administrative costs fromMh80O market. IPL received orders from the IURCtttpanted
authority for IPL to defer such costs and seekvenpin a future basic rate case. Recovery of thests is
believed to be probable, but not certain. See MgtRegulatory Matters.”

Unrealized Loss on Interest Rate Swap

The interest rate swap on the 1995B Bonds was teseitigate interest rate risk. The swap was appidwy the
IURC as part of IPL's 1994 financing order. Theealized loss on the swap was considered in therdetation of
IPL’s cost of capital for rate making purposeshese amounts are realized through the periodies®tht
payments under the swap. In November 2011, we textend the interest rate swap for $12.6 millioradaordance
with ASC 980, IPL has recognized a regulatory asgatl to the $12.6 million termination cost of thierest rate
swap, which is included in unamortized reaquisifioemium on debt in the above table.

Asset Retirement Obligation and Accrued Asset Rema¥ Costs
In accordance with ASC 715 and ASC 980, IPL, aletgd utility, recognizes the cost of removal comguat of its

depreciation reserve that does not have an assdd&gal retirement obligation as a deferred lighil his amount
is net of the portion of legal Asset Retirementi@dgions (“ARQ”) costs that is currently being rgeced in rates.
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8. ASSET RETIREMENT OBLIGATIONS

ASC 420“Exit or Disposal Cost Obligations’addresses financial accounting and reportingefgall obligations
associated with the retirement of long-lived ast&sresult from the acquisition, constructionyelepment and/or
normal operation. A legal obligation for purposé#\8C 420 is an obligation that a party is requitedettle as a
result of an existing law, statute, ordinance, temitor oral contract or the doctrine of promissestoppel. ARO
liability is included in Miscellaneous on the acqmmnying Consolidated Balance Sheets.

IPL’s ARO relates primarily to environmental issuegolving asbestos, ash ponds, landfills and nliseeous
contaminants associated with its generating plaragssmission system and distribution system. Bliewing is a
reconciliation of the ARO legal liability year ebalances:

2011 2010
(In Millions)
Balance as of January 1 $ 156 $ 147
Accretion Expense 1.0 0.9
Balance as of December 31 $ 166 $ 15.6

As of December 31, 2011 and 2010, IPL did not leveassets that are legally restricted for setitm@RO
liability.

9. SHAREHOLDER'S EQUITY
Capital Stock

All of the outstanding common stock of IPL is owrlsdIPALCO. IPL's common stock is pledged under
IPALCO'’s $400 million of 7.25% Senior Secured Notiese April 1, 2016 (“2016 IPALCO Notes”) and $400
million of 5.00% Senior Secured Notes due May 1,8202018 IPALCO Notes”). There have been no charige
the capital stock of IPL during the three yearseehBecember 31, 2011.

Dividend Restrictions

IPL’s mortgage and deed of trust and its amendedes of incorporation contain restrictions on 1®hbility to
issue certain securities or pay cash dividenddo&pas any of the several series of bonds of #8ued under its
mortgage remains outstanding, and subject to ceetaieptions, IPL is restricted in the declaradod payment of
dividends, or other distribution on shares of @pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratefn the mortgage, after December 31, 1939. Tiwuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 31,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made aisIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsehdpart for payment.

IPL is also restricted in its ability to pay diviuts if it is in default under the terms of its dtedyreement, which
could happen if IPL fails to comply with certainvemants. These covenants, among other things,reetiRli to
maintain a ratio of total debt to total capitalimatnot in excess of 0.65 to 1, in order to payd#énds. As of
December 31, 2011 and as of the filing of this red®L was in compliance with all financial covemns .and no
event of default existed.

Cumulative Preferred Stock of Subsidiary

IPL has five separate series of cumulative prefesteck. Holders of preferred stock are entitledeteive
dividends at rates per annum ranging from 4.0%@6%. During each year ended December 31, 2011 a6d
2009, total preferred stock dividends declared &€ million. Holders of preferred stock are detltto two votes
per share for IPL matters, and if four full qualtetividends are in default on all shares of thef@ired stock then
outstanding, they are entitled to elect the smiatlamber of IPL directors to constitute a majoafylPL’s board of
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directors. Based on the preferred stockholderditalbd elect a majority of IPL’s board of directoin this
circumstance, the redemption of the preferred shiareonsidered to be not solely within the contfthe issuer
and the preferred stock was considered temporanyeand presented in the mezzanine level of thted
consolidated balance sheets in accordance witreteeant accounting guidance for non-controllinggiasts and
redeemable securities. IPL has issued and outstgua®i0,000 shares of 5.65% Preferred Stock, whiemaw
redeemable at par value, subject to certain réstnig, in whole or in part. Additionally, IPL hag 853 shares of
preferred stock which are redeemable solely abfition of IPL and can be redeemed in whole or it gbany time
at specific call prices.

At December 31, 2011, 2010 and 2009, preferredkstonsisted of the following:

December 31, 2011 December 31,
Shares 2011 2010 2009
Outstanding Call Price Par Value, plus premium, if applicable

(In Thousands)
Cumulative $100 par value,
authorized 2,000,000 shares

4% Series 47,611 $ 118.00 $ 5410 $ 5410 $ 5,410
4.2% Series 19,331 103.00 1,933 1,933 1,933
4.6% Series 2,481 103.00 248 248 248
4.8% Series 21,930 101.00 2,193 2,193 2,193
5.65% Series 500,000 100.00 50,000 50,000 50,000
Total cumulative preferred stock 591,353 $ 59784 $ 59,784 $ 59,784

10. INDEBTEDNESS
Restrictions on Issuance of Debt

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBh&at-
term indebtedness must be approved by the FERCh#Blapproval from FERC to borrow up to $500 nillad
short-term indebtedness outstanding at any timmugir July 27, 2012. As of December 31, 2011, IRb &las
remaining authority from the IURC to, among oth@ngs, issue up to $135 million in aggregate ppatamount
of long-term debt and refinance up to $110 milliorexisting indebtedness through December 31, 28idto have
up to $250 million of long-term credit agreememntsd &quidity facilities outstanding at any one tiniBL also has
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andifgncial
covenant restrictions under our existing debt @tians. Under such restrictions, IPL is generdligveed to fully
draw the amounts available on its credit faciligfinance existing debt and issue new debt apprbyate IURC
and issue certain other indebtedness.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawédarrow
money or refinance existing indebtedness are &ffieloy our credit ratings. In addition, the applieabterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditngs of AES and/or IPALCO could result in IPL’s dieratings
being downgraded.
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Long-Term Debt

The following table presents our long-term indehtess:

December 31,

Series Due 2011 2010
(In Thousands)

IPL First Mortgage Bonds (see below):
6.30% July 2013 $ 110,008 110,000
4.9094? January 2016 30,000 30,000
4.9094? January 2016 41,850 41,850
4.9094? January 2016 60,000 60,000
5.409%4 August 2017 24,650 24,650
5.75%Y August 2021 - 40,000
3.875% August 2021 55,000 -
3.875% August 2021 40,000 -
455047 December 2024 40,000 40,000
5.90%4" December 2024 - 20,000
5.95%" December 2029 - 30,000
5.95%2 August 2030 - 17,350
6.60% January 2034 100,000 100,000
6.05% October 2036 158,800 158,800
6.60% June 2037 165,000 165,000
4.875% November 2041 140,000 -

Unamortized discount — net (1,125) (1,024)

Total IPL first mortgage bonds 964,175 836,626
IPL Unsecured Debt:
Variabld® December 2015 - 40,000
Variablé? January 2023 - 40,000
6.375% November 2029 - 20,000

Total IPL unsecured debt - 100,000
Net Consolidated IPL Long-term Debt 964,175 $ 936,626

(1) First Mortgage Bonds are issued to the city of Béterg, Indiana, to secure the loan of proceeds frarious tax-exempt

instruments issued by the city.

(2) First Mortgage Bonds are issued to the Indianarféi@®uthority, to secure the loan of proceeds fthentax-exempt
bonds issued by the Indiana Finance Authority.
(3) Outstanding draw on a credit facility in order targhase the 1995B Bonds. The facility was refindrineDecember 2010.
Please sed ine of Credit below for details.
(4) Please se®/ariable-Rate Unsecured Debtelow for details regarding 1995B Bonds and theged swap agreement.
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IPL First Mortgage Bonds and Indiana Finance AutlhoBond Issuances

The mortgage and deed of trust of IPL, togethehn Wit supplemental indentures thereto, securdrtarfortgage
bonds issued by IPL. Pursuant to the terms of thegage, substantially all property owned by IPkubject to a
first mortgage lien securing indebtedness of $964ilBon as of December 31, 2011. The IPL first tgage bonds
require net earnings as calculated thereunder leastttwo and one-half times the annual intelegtirements
before additional bonds can be authenticated obdbkes of property additions. IPL was in compliangé such
requirements as of December 31, 2011.

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipaiunt of $40.0 million of 3.875% Environmentathities
Refunding Revenue Bonds Series 2011B (Indianapaiiger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfiref mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adterg 5.75% IPL first mortgage bonds, and for thastruction,
installation and equipping of pollution control figees, solid waste disposal facilities and indiedtdevelopment
projects at IPL's Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering waggproximately $138.2 million, after deducting thiial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the follgnonitstanding indebtedness, including redempti@mprms of
$1.6 million and to pay related fees and expenses:

»  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti€@H $eries (Indianapolis Power & Light Company
Project), variable rate, due 2023;

«  $20.0 million aggregate principal amount of they@it Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series (Indianapolis Poweightit Company Project), 5.90% Series, due 2024;

«  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series (Indianapolis Power & Light @any Project), 5.95% Series, due 2029;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series (Indianapolis Power & Light CampProject), 6.375% Series, due 2029; and

*  $17.35 million aggregate principal amount of thdidma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998idhapolis Power & Light Company Project), 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds ivelNtder 2011.

Variable-Rate Unsecured Debt

IPL had no variable-rate unsecured debt at DeceBtbe2011. At December 31, 2010, IPL’s variablexrat
unsecured debt consisted of the 1995B Bonds afidétef credit agreement (see below). Pursuatitederms of a
Loan Agreement between IPL and the City of Petegsd®L was liable for interest and principal oe tt995B
Bonds. Our December 31, 2010 balance sheet reflectsbligation on the 1995B Bonds in long-termtddthe
1995B Bonds were held by the trustee on IPL’s elrahccordance with the terms of the 1995B Boiaksy did
not bear interest while in commercial paper modeesthey were held by the trustee, however IPLicoatl to be
liable to a swap counterparty for 5.21% interest.ofthe end of 2010, our total effective interasé on the 1995B
Bonds, including the liquidity facility draw andtérest rate swap agreement was approximately 6% nnum.
See Note 3jInvestments in Long-term Debt Securitiésr further discussion.
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Accounts Receivable Securitization

IPL formed IPL Funding in 1996 as a special-purparstity to purchase receivables originated by IBtspant to a
receivables purchase agreement between IPL an&uRding. IPL Funding also entered into a sale itgcls
defined in the Second Amended and Restated Redes/8ble Agreement, dated as of June 25, 2009, g
IPL Funding Corporation, as the Seller, IndianapBlower & Light Company, as the Collection Agerdy& Bank
of Scotland plc, as the Agent, the Liquidity Praarisland Windmill Funding Corporation (“Receivab&zde
Agreement”), which matures April 25, 2012. The lidjity Providers and Windmill Funding Corporation,
collectively, are referred to as the “PurchasePsifsuant to the terms of the Receivables Sale Aggat the
Purchasers agree to purchase from IPL Funding,resaving basis, interests in the pool of recelgalpurchased
from IPL up to the lesser of (1) an amount deteadipursuant to the sale facility that takes intooant certain
eligibility requirements and reserves relatinghe teceivables, or (2) $50 million. That amount %58 million as
of December 31, 2011 and December 31, 2010. Asatahs reduce accounts receivable included iptud, IPL
Funding sells ownership interests in additionakiegbles acquired from IPL to return the ownershiprests sold
to the maximum amount permitted by the sale facilPL Funding is included in the Consolidated Ficial
Statements of IPL.

Prior to 2010, accounts receivable on IPL’s comlsdéd balance sheets were stated net of the amsnldts
Because the Purchasers bought an undivided pegeeatenership interest in the pool of receivabldsictvis
senior to IPL Funding'’s retained interest, the dibopof the updates to ASC 860 requires the arnanege to be
treated as a collateralized borrowing prospectif@tyfinancial reporting purposes, rather than aale, as was
allowed under the previous accounting guidancesuth, we have included the $50 million of accouet®ivable
on our December 31, 2011 consolidated balance shebbw the amount sold under this arrangementand
recorded a related short term debt obligation & @#llion. ASC 860 also requires specific disclesifor transfers
of financial assets to the extent they are consitlenaterial to the financial statements. Taking ounsideration
the obligation to the Purchasers is now treatedkas on IPL’s consolidated balance sheet, thevatlg discussion
addresses those disclosures that management Isetisvenaterial to the financial statements.

During the year ended December 31, 2010, IPL Fuyslitotal accounts receivable eligible for saléhte
Purchasers increased from $40.5 million to $50iomill As such, the Purchasers purchased an addisera
million ownership interest in the receivables fri. Funding for $9.5 million. This $9.5 million daseceipt is
reflected in the accompanying consolidated statémwiecash flows under Cash Flows from Financingiviiies as
a short-term debt borrowing. The $40.5 million swidhe Purchasers as of December 31, 2009, trateflected
as a reduction of accounts receivable on the acaowipg consolidated balance sheet, which was regladth
revolving sales of 2010 receivables to the Puraisasid not result in any actual cash flows betwddnFunding
and the Purchasers and therefore has no impabearohsolidated statement of cash flows.

IPL retains servicing responsibilities in its ralg collection agent on the amounts due on thersoklvables.
However, the Purchasers assume the risk of callecth the purchased receivables without recourfieltan the
event of a loss. No servicing asset or liabilitydsorded since the servicing fee paid to IPL ayipnates a market
rate. Per the terms of the purchase agreemenf-uiRding pays IPL $0.6 million annually in servicifegs which is
financed by capital contributions from IPL to IPurding.

The total fees paid to the Purchasers recognizéteosales of receivables were $0.6 million an® $Gillion for
the years ended December 31, 2011 and 2010, resgectThese amounts were included in Other opegati
expense on the Consolidated Statement of Incor@808 and are included in Other interest beginning0d10.

IPL and IPL Funding have indemnified the Purchaseran after-tax basis for any and all damagesegslaims,
etc., arising out of the facility, subject to cémthmitations defined in the Receivables Sale Agnent, in the event
that there is a breach of representations and n#ésamade with respect to the purchased receisalnld/or certain
other circumstances as described in the ReceivaalesAgreement.

Under the sale facility, if IPL fails to maintaincartain debt-to-capital ratio, it would constitatétermination
event.” As of December 31, 2011, IPL was in comml@with such covenant.
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In the event that IPL’s unsecured credit ratingsfaklow BBB- at S&P or Baa3 at Moody’s Investoes\fce, the
facility agent has the ability to (i) replace IP& the collection agent; and (ii) declare a “lockebevent. Under a
lock-box event or a termination event, the faciigent has the ability to require all proceedsurtpased
receivables of IPL to be directed to lock-box astswvithin 45 days of notifying IPL. A terminati@vent would
also (i) give the facility agent the option to tat@ntrol of the lock-box account, and (ii) give therchasers the
option to discontinue the purchase of additiontdriests in receivables and cause all proceedgifurchased
interests to be used to reduce the Purchaser’stimest and to pay other amounts owed to the Puzchasd the
facility agent. This would have the effect of reshgcthe operating capital available to IPL by tlygregate amount
of such purchased interests in receivables ($5@mihs of December 31, 2011).

Line of Credit

In December 2010, IPL entered into a $250 milliosecured revolving credit facilities credit agreetrighe
“Credit Agreement”) with a syndication of banks.eT@redit Agreement includes two facilities: (i) 209.4 million
committed line of credit for letters of credit, Wworg capital and general corporate purposes apd $40.6 million
liquidity facility, which was dedicated for the sgburpose of providing liquidity for certain varialvate unsecured
debt issued on behalf of IPL. The Credit Agreenmeatures on December 14, 2015 and bears intereatiable
rates as defined in the Credit Agreement. Pri@xicution, IPL had existing general banking refahips with the
parties in this agreement. As of December 31, 20112010, IPL had $14.0 million and $0.0 millionsianding
borrowings on the committed line of credit, respety. Additionally, as of December 31, 2011 and @QIPL had
$0.0 million and $40 million of outstanding borrags on the liquidity facility, respectively.

As a result of the November 2011 IPL financing\attidescribed above, the credit agreement was detem
February 2012 to eliminate the $40.6 million ligtydacility and to increase the committed linecoédit for letters
of credit, working capital and general corporateppses by the same amount resulting in one fadilithe amount
of $250 million.

Debt Maturities

Maturities on long-term indebtedness subsequebetember 31, 2011, are as follows:

Year Amount
(In Thousands)

2012 $ -
2013 110,000
2014 -
2015 -
2016 131,850
Thereafter 723,450

Total $ 965,300

11. INCOME TAXES

IPL follows a policy of comprehensive interperioddme tax allocation. Investment tax credits relateutility
property have been deferred and are being amorizedthe estimated useful lives of the relategprty.

AES files federal and state income tax returns tvisiensolidate IPALCO and IPL. Under a tax shariggeament
with IPALCO, IPL is responsible for the income tax@ssociated with its own taxable income and rectirel
provision for income taxes as if IPL filed separatome tax returns. IPL is no longer subject t8.lar state
income tax examinations for tax years through M&¢h2001, but is open for all subsequent periods.
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On May 10, 2011, the State of Indiana enacted HBil&004, which phases in over four years a 2%udion to
the state corporate income tax rate. While theitiat state income tax rate remained at 8.5% fdr12¢he deferred
tax balances have been adjusted according to tieparted reversal of temporary differences. Uppaatment of
the law in the second quarter of 2011, an initthuatment was recorded. In the fourth quarter df12@he reversal
of the temporary differences was re-evaluated badppropriate adjustment to the deferred tax bekwas
recorded. The change in required deferred taxgdao and plant-related temporary differences teduh a
reduction of the associated regulatory asset oftbdflion in 2011. The change in required defer@ckes on non-
property related temporary differences which arepnobable to cause a reduction in future baseooust rates
resulted in a tax benefit of $1.3 million in 20The statutory state corporate income tax rate25%.for 2012.

In August 2011, the Internal Revenue Service isReeenue Procedure 2011-43, which provides a safoh
method of tax accounting for electric transmissiod distribution property. In December 2011, thermal
Revenue Service published regulations (T.D. 9564leu Internal Revenue Code Section 263(a) on tHadali®n
and capitalization of expenditures related to talegproperty with an effective date of Januarydl2 We are
evaluating the application of these tax provisiaiich may significantly change the timing of futuneome tax
payments.

The following is a reconciliation of the beginniagd ending amounts of unrecognized tax benefitthiyear
ended December 31, 2011, 2010 and 2009:

2011 2010 2009
(In Thousands)

Unrecognized tax benefits at January 1 $ 4,757 $ 7,947 $ 7,756
Gross increases — current period tax positions 753 753 753
Gross decreases — prior period tax positions (156) (3,943) (562)

Unrecognized tax benefits at December 31 $ 5,354 $ 4,757 $ 7,947

The unrecognized tax benefits at December 31, 2@ptesent tax positions for which the ultimateudsitility is
highly certain but for which there is uncertainboat the timing of such deductibility. Becauselod tmpact of
deferred tax accounting, other than interest amélties, the timing of the deductions will not afféhe annual
effective tax rate but would accelerate the taxypayts to an earlier period.

Tax-related interest expense and income is repadqzhrt of the provision for federal and stat®ine taxes.
Penalties, if incurred, would also be recognized asmponent of tax expense. As of December 311 268 2010,
IPL has recorded a liability for interest of $0.@limn. The income tax provision includes interegpense/(income)
of ($0.0 million), ($0.7 million), and $0.1 milliofor the years ended December 31, 2011, 2010 604, 2
respectively.
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Federal and state income taxes charged to incoenasdiollows:

2011 2010 2009
(In Thousands)

Charged to utility operating expenses:
Current income taxes:

Federal $ 54,377 $ 61,999 $ 74,472
State 16,539 18,818 21,200
Total current income taxes 70,916 80,817 95,672
Deferred income taxes:
Federal (5,027) (4,697) (17,794)
State (1,608) 1,539 (1,884)
Total deferred income taxes (6,635) (3,158) q19)
Net amortization of investment credit (1,672) eny (2,059)
Total charge to utility operating expenses 62,609 75,939 73,935

Charged to other income and deductions:
Current income taxes:

Federal 2,883 (286) (34)
State 916 39 94
Total current income taxes 3,799 (247) 60
Deferred income taxes:
Federal (5) Q) 30
State 5 (4) 8
Total deferred income taxes - 5) ( 38
Net credit to other income and deductions 3,799 (252) 98

Total federal and state income tax provisions $ 66,408 $ 75,687 $ 74,033

The provision for income taxes (including net inwesnt tax credit adjustments) is different thanaheunt
computed by applying the statutory tax rate togrécome. The reasons for the difference, stadesl@ercentage
of pretax income, are as follows:

2011 2010 2009

Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal tax benefit 60 86 6.9
Amortization of investment tax credits (1.0) (0.9 (1.2)
Depreciation flow through and amortization 0.7 04 1.2
Manufacturers’ Production Deduction (Sec. 199) 42. (2.7) (2.0)
Change in tax reserves (0.0) (0.2) 0.1
Other — net 0.4 0.3 (0.5)
Effective tax rate 38.7% 38.7% 39.6%

Internal Revenue Code Section 199 permits taxpdgestaim a deduction from taxable income attrilblgao
certain domestic production activities. IPL's etecproduction activities qualify for this deduatioThe deduction
was equal to 6% of qualifying production activincome in 2009 and increased to 9% of qualifyingdpotion
activity income beginning in 2010 and thereaftdre Tax benefit associated with the Internal Revebwode Section
199 domestic production deduction for 2010 and 2089 $5.0 million and $3.4 million, respectivelyherbenefit
for 2011 is estimated to be $4.2 million.
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The significant items comprising IPL’s net accuntethdeferred tax liability recognized on the autlite
Consolidated Balance Sheets as of December 31,1 2010, are as follows:

2011 2010
(In Thousands)

Deferred tax liabilities:

Relating to utility property, net $ 483,261 $ 503,59
Regulatory assets recoverable through future rates 181,593 163,933
Other 15,288 5,264
Total deferred tax liabilities 680,142 672,796
Deferred tax assets:

Investment tax credit 3,855 4,633
Regulatory liabilities including ARO 220,491 214,945
Employee benefit plans 106,243 81,900
Other 10,366 9,592
Total deferred tax assets 340,955 311,070
Accumulated net deferred tax liability 339,187 361,726
Less: Net current deferred tax asset (12,323) (11,291)
Accumulated deferred income taxes — net $ 351,510 $ 373,017

12. PENSION AND OTHER POSTRETIREMENT BENEFITS

Approximately 85% of IPL’s active employees are@@d by the Employees’ Retirement Plan of Indiatiapo
Power & Light Company (“Defined Benefit PensioniiP)aas well as the Employees’ Thrift Plan of Indagolis
Power & Light Company (“Thrift Plan”). The Defindgenefit Pension Plan is a qualified defined berpéin,
while the Thrift Plan is a qualified defined cobtrtion plan. The remaining 15% of active employaescovered
by the AES Retirement Savings Plan. The AES Regr@ravings Plan (“RSP”) is a qualified definedtdbation
plan containing a profit sharing component. All aarion new hires are covered under the RSP, whikrhational
Brotherhood of Electrical Workers (“IBEW”) physicahit union new hires are covered under the DefiBedefit
Pension Plan and Thrift Plan. Beginning in 20078 clerical-technical unit new hires are no longevered
under the Defined Benefit Pension Plan but do wecanh annual lump sum company contribution intoTtheft
Plan. This lump sum is in addition to the IPL mad¢tparticipant contributions up to 5% of base cengation. The
Defined Benefit Pension Plan is noncontributory enfilinded through a trust. Benefits are basedagh éndividual
employee’s pension band and years of service agsegpto their compensation. Pension bands are Ipaisealily
on job duties and responsibilities.

Additionally, a small group of former officers atftkir surviving spouses are covered under a fund@equalified
Supplemental Retirement Plan of Indianapolis Pa&kight Company (“Supplemental Retirement Plan"hel
total number of participants in the plan as of Delser 31, 2011 was 26. The plan is closed to neticgzants.

In addition, IPL provides postretirement healthechenefits to certain active or retired employaestae spouses
of certain active or retired employees. Approxirhale38 active employees and 84 retirees (includipguses) were
receiving such benefits or entitled to future béeefs of January 1, 2011. The plan is unfundeés&h
postretirement health care benefits and the relaidligation were not material to the consolidatedricial
statements in the periods covered by this report.
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The following table presents information relatingtie Pension Plans:

Pension benefits
as of December 31,

2011 2010

¢
Change in benefit obligation:
Projected benefit obligation at beginning
Measurement Date (see below)

n Thousands)

$ 607,408 $548,779

Service cost 7,234 6,590
Interest cost 31,828 31,577
Plan settlements - (359)
Actuarial (gain) loss 62,587 39,275
Amendments (primarily increases in pension

bands) 82 11,223
Benefits paid (29,878) (29,677)

Projected benefit obligation at ending M easurement
Date 6

79,261 607,408

Change in plan assets:
Fair value of plan assets at beginning Measurement
Date 4

12,611 367,463

Actual return on plan assets 6,305 488,
Employer contributions 37,345 28,701
Plan settlements - (359)
Benefits pai (29,877 (29,677
Fair value of plan assets at ending Measuremere Dat426,384 412,611
Funded status $(252,877) $(194,797)
Amounts recognized in the statement of financie
position under ASC 715:
Current liabilities $ - %
Noncurrent liabilities (252,877) (194,797)
Net amount recognized $(252,877) $(194,797)

Sources of change in regulatory assets(1):
Prior service cost (credit) arising during period
Net loss (gain) arising during period
Amortization of prior service (cost) credit
Recognition of gain (loss) due to settlement
Amortization of gain (loss)

$ 82 $ 11,223

88,450 2,022
4,346) (3,476)
- (204)

(13,306) (11833

Total recognized in regulatory assets(1) $

70,880 $ 17,747

Total amounts included in accumulated other
comprehensive income (loss)

NA(L) NA(L)

Amounts included in regulatory assets and
liabilities(1):
Net loss (gain) $
Prior service cost (cred

283,089 $ 207,945
30,732 34,99¢

Total amounts included in regulatory asset:

(liabilities) $ 313,821 $242,941

™ Represents amounts included in regulatory askahditjes) yet to be
recognized as components of net prepaid (accruesdfib costs.
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Effect of ASC 715

ASC 715 requires a portion of pension and othetrptisement liabilities to be classified as currkalilities to the
extent the following year's expected benefit paytaeme in excess of the fair value of plan asget®ach Pension
Plan has assets with fair values in excess ofdl@wfing year's expected benefit payments, no anmhave been
classified as current. Therefore, the entire nedwarhrecognized in IPL's Consolidated Balance She&$252.9
million is classified as a long-term liability.

Information for Pension Plans with a benefit obligaion in excess of plan assets

Pension benefits
as of December 31,

2011 2010
(In Thousands)
Benefit obligation $ 679,261 $ 607,408
Plan assets 426,384 412,611
Benefit obligation in excess of plan assets $52,877 $ 194,797

IPL'’s total benefit obligation in excess of plasets was $252.9 million as of December 31, 2015Z$Pmillion
Defined Benefit Pension Plan and $0.9 million Sepmntal Retirement Plan).

Information for Pension Plans with an accumulated knefit obligation in excess of plan assets

Pension benefits
as of December 31,

2011 2010
(In Thousands)
Accumulated benefit obligation $ 664,212 $ 592,419
Plan assets 426,384 412,611

Accumulated benefit obligation in excess of plasets $ 237,828 $ 179,808

IPL’s total accumulated benefit obligation in exses$ plan assets was $237.8 million as of Decerg@bheP011
($236.9 million Defined Benefit Pension Plan andillion Supplemental Retirement Plan).

Pension Benefits and Expense

The 2011 net actuarial loss of $88.4 million is goised of two parts (net): (1) $25.8 million of pén asset
actuarial loss is primarily due to the lower thapected return on assets, and (2) $62.6 milliopesfsion liability
actuarial loss is primarily due to a decrease éndiscount rate that is used to value pensionlitigsi. The
unrecognized net loss of $283.1 million in the Boyples’ Retirement Plan of Indianapolis Power & lti§ompany
and Supplemental Retirement Plan of Indianapolisd?@& Light Company (“Pension Plans”) has accunmadat
over time primarily due to the long-term declinitngnd in corporate bond rates, the lower than ebggle@turn on
assets during the years 2008 and 2011, and theiadapb new mortality tables which increased thpeoted
benefit obligation due to the longer expected liweparticipants, since ASC 715 was adopted. Theaognized
net loss, to the extent that it exceeds 10% oftkater of the benefit obligation or the assett,bei amortized and
included as a component of net periodic benefit tofuture years. The amortization period is apprately 11
years based on estimated demographic data as ehiber 31, 2011. The projected benefit obligatio@f9.3
million, less the fair value of assets of $426.4liam results in a funded status of ($252.9 milli@t December 31,
2011.
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Pension benefits for
years ended December 31,
2011 2010 2009
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 7,234 $ 6,590 $ 6,319
Interest cost 31,828 31,577 32,066
Plan Settlements - 204 256
Expected return on plan assets (32,168) (29,250) (24,150)
Amortization of prior service cost 4,346 3,476 3,523
Recognized actuarial loss 13,306 11,838 16,279
Total pension cost 24,546 24,435 34,293
Less: amounts capitalized 2,258 2,321 2,469
Amount charged to expense $ 22288 $ 22,11 $ 31,82
Rates relevant to each year’'s expense calculations:
Discount rate — defined benefit pension plan 5.38% 5.93% 6.26%
Discount rate — supplemental retirement plan 5.09% 5.27%/5.08% 6.31%/5.06%
Expected return on defined benefit pension plaetass 7.75% 8.00% 8.00%
Expected return on supplemental retirement plaetgass 7.75% 8.00% 8.00%

W 5.27% for the period January 1, 2010 through Mhy2®10, 5.08% for the settlement on May 31, 20idthe
period June 1, 2010 through December 31, 2010.

@ 6.31% for the period January 1, 2009 through Nchem30, 2009, 5.06% for the settlement on NoverBber
2009 and the period December 1, 2009 through DeeeBi 2009.

Pension expense for the following year is deterchime of the December 3ineasurement date based on the fair
value of the Pension Plans’ assets, the expectedtiym rate of return on plan assets and a discatemused to
determine the projected benefit obligation. In lelsshing our expected long-term rate of return agstion, we
consider historical returns, as well as, the exggb@diture weighted-average returns for each atsst based on the
target asset allocation. For 2011, pension expeasadetermined using an assumed long-term ratetwfr on plan
assets of 7.75%. As of the December 31, 2011 meemunt date, IPL decreased the discount rate fr889610
4.56% for the Defined Benefit Pension Plan and elesed the discount rate from 5.09% to 4.37% for the
Supplemental Retirement Plan. The discount ratenggson affects the pension expense determined@ag. In
addition, IPL decreased the expected long-termafteturn on plan assets from 7.75% to 7.50% &ffecdJanuary
1, 2012. The expected long-term rate of returnrapsion affects the pension expense determinedGa22The
effect on 2012 total pension expense of a 25 lpmdig increase and decrease in the assumed disens ($1.4
million) and $1.4 million, respectively. The effemt 2012 total pension expense of a 100 basis puirgase and
decrease in the expected long-term rate of retamplan assets is ($4.3 million) and $4.3 milliosspectively.

Expected amortization
The estimated net loss and prior service costiiPension Plans that will be amortized from tlyailatory asset
into net periodic benefit cost over the 2012 plearyare $19.5 million and $4.2 million, respectv@efined

Benefit Pension Plan of $19.3 million and $4.2 imil| respectively; and the Supplemental Retirerfdan of $0.2
million and $0.0 million, respectively).
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Pension Assets

Fair Value Measurements

In May 2011, the FASB issued Accounting Standardddtie 2011-04Fair Value Measuremehtvhich represents
converged guidance with the International Accouptandards Board and the FASB. The boards believe
Accounting Standards Update 2011-04 will reduceperity in applying the principles of fair valuedmprove
consistency in financial reporting across jurisdics. Accounting Standards Update 2011-04 has naingffiect on
IPL. The effect on IPL is to disclose any transfefrpension assets between Level 1 and Level 2hirl a transfer
of pension assets with a fair value of $20.6 millfoom Level 1 to Level 2 in January 2011.

In December 2008, the FASB issued FASB Staff Rmsitio. 132(R)-1 “Employers’ Disclosure about
Postretirement Benefit Plan Assets” which requardditional disclosures about assets held in empbdefined
benefit pension or other postretirement plans.

FSP 132(R)-1 replaces the requirement to disclis@ercentage of the fair value of total plan asgdth a
requirement to disclose the fair value of each magset category. FSP 132(R)-1 also requires digoof the
level within the fair value hierarchy (i.e., LevklLevel 2 and Level 3) in which each major catggdrplan assets
falls, using the guidance in ASC 820.

Following is a description of the valuation methlodpes used for assets and liabilities measurdairatalue:

Other than common/collective trusts and hedge fualli®lan investments are actively traded on amop
market and are categorized as Level 1 in the &lireshierarchy.

All of the Plan’s hedge funds report the net agabie (NAV) of the Plan’s interest based on the ¥alue of
the hedge fund’s underlying investments as detexdhin accordance with the AICPXccounting and Auditing
Guide for Investment Companies

Investments in hedge funds are valued utilizingabgervable net asset values (NAVS) of the Plani&rést as
of year-end, provided by the underlying hedge fuhd,Plan may redeem its ownership interests igdédands
at NAV, with 65 days’ notice, on a quarterly basis.

The Plan’s investments in common/collective trastsvalued at the net asset value (NAV) of shaed thy
the Plan at year end. The plan may redeem iteshdithe common/collective trust funds at NAV ail
These NAVs have been determined based on the maket of the underlying securities held by the
common/collective trust funds. The Plan’s invesitaen hedge funds have been recorded at fair \aldeare
all categorized as Level 2 investments in thefalue hierarchy.

The primary long-term investment objective of manggension assets is to achieve a total returalequor
greater than the weighted average targeted rattwh (see table below). Additional objectiveduie
maintenance of sufficient income and liquidity fypetirement benefits, as well as, a long-termuatined rate of
return (net of relevant fees) that meets or excdelassumed targeted rate. In order to achiese thiejectives, the
plan seeks to achieve a long-term above-averagergitirn consisting of capital appreciation armbme. Though
it is the intent to achieve an above-average rethat intent does not include taking extraordindgsl¢s or engaging
in investment activities not commonly considereddent. In times when the securities markets dematest
uncommon volatility and instability, it is the imieto place more emphasis on the preservationio€ipal. Please
refer to the table below for more detailed inforimatconcerning the target allocations, allocatianges, expected
annual return, and expected standard deviatioheo&pplicable pension asset categories. The explkxtg-term
rate of return on pension assets is based on suegsion in the table below.
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The investment management of the pension assetsasw&ged with the following asset allocation guiicks:

Lower Target Upper
Limit Allocation Limit Return (2) Risk (3)
Liability Hedging Portfolio (1)
Liabilty Managed Fixed Income 10.0% 16.0% 40.0% 6.5% 496.
Core Fixed Income 10.0% 16.0% 22.0% 5.7% 3.8%
Growth Portfolio
High Yield Fixed Income 3.0% 8.0% 13.0% 8.0% 9.5%
U.S. Large Cap Equity 20.0% 30.0% 40.0% 10.5% 15.4%
U.S. Mid Cap Equity 2.5% 5.0% 7.5% 11.3% 17.0%
U.S. Small Cap Equity 2.5% 5.0% 7.5% 11.9% 19.7%
International Equity 5.0% 10.0% 15.0% 9.9% 17.6%
REIT 0.0% 5.0% 10.0% 10.4% 18.7%
Hedge Funds (4) 0.0% 5.0% 10.0% 9.4% 8.5%

@ Upper limit for all assets held in the Liabilityedging Portfolio is 40%
@ Expected long-term annual return

® Expected standard deviation
® Alternative investments (combined) not to exce@%h1
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The fair values of the pension plan assets at DieeeB1, 2011, by asset category are as follows:

Fair Value Measurements at
December 31, 2011 (in thousands)

Quoted Prices in Significant
Active Markets for Observable
Identical Assets Inputs

Asset Ca[egory Total (Level l) (Level 2) %
Cash and cash equivalents $ 14,922 $ 14,922 $ - 3%
Equity securities:

U.S. small cap value 17,478 17,478 - 4%

U.S. small cap growth 100 100 - -

U.S. small-mid cap growth 18,392 18,392 - 4%

U.S. mid cap core 334 334 - -

U.S. large cap value (1) 41,497 21,091 20,406 10%

U.S. large cap growth (2)(8) 41,040 668 40,372 10%

U.S. large cap core 43,023 43,023 - 10%

International developed markets (3) 36,120 36,120 - 8%

Preferred stock 717 717 - -

REIT - domestic 20,489 20,489 - 5%
Fixed income securities:

International developed markets 59 59 - -

International emerging markets 128 128 - -

Government debt securities (4) 30,868 30,868 - 7%

High yield 36,481 36,481 - 9%

M ortgage backed securities 6,255 6,255 - 1%

Asset backed securities 5,499 5,499 - 1%

Collateralized mortgage obligations 2,472 2,472 - 2%

Corporate bonds (5) 78,078 78,078 - 18%
Other types of investments:

Equity long/short fund of funds hedge

fund (6) 31,971 - 31,971 7%

Multi-strategy fund of funds hedge

fund (7) 461 - 461 1%
Total $ 426,384 $ 333,174 $ 93,210 100%

@ This category includes 49% of low-cost equity iRfiends that track the Russell 1000 Value index

@ This category includes a) 49% of low-cost equityax funds that track the Russell 1000 Growth ir
and b) 49% of an additional large cap growth cormgteid fund.

®) This category represents equity securities of ibgpexl non-U.S. issuers across diverse industries.
) This category includes U.S. Treasury and Govertnmgency securities.

®) This category represents investment grade bontsSfissuers from diverse industries.

® This category includes fund of fund hedge funds thvest both long and short in primarily U.S.
common stocks. Management of the hedge funds healtity to shift investments from a net long
(™ This category invests in multiple strategies teediify risks and reduce volatility. The fund ismantly in full
liguidation.

® On January 26, 2011, Level 1 securities with avaiue of $20.6 million were transferred to a cdangied fund.
This resulted in a transfer of $20.6 million froravel 1 to Level 2 because the fair value of theriedt in the
commingled fund is classified as Level 2 within thie value hierarchy.
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The fair values of the pension plan assets at DeeeBil, 2010, by asset category are as follows:

Fair Value Measurements at
December 31, 2010 (in thousands)

Quoted Prices in
Active Markets for Significant Observable

Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Cash and cash equivalents $ 69,345 $ 69,345 $ - 17%
Equity securities:
U.S. small cap value 23,484 23,484 - 6%
U.S. small cap growth 213 213 - -
U.S. small-mid cap growth 25,665 25,665 - 6%
U.S. mid cap core 346 346 - -
U.S. large cap value (1) 38,936 22,256 16,680 9%
U.S. large cap growth (2) 41,344 21,623 19,721 10%
U.S. large cap core 42,251 42,251 - 10%
International developed markets (3) 36,163 36,163 - 9%
Preferred stock 728 728 - -
REIT - domestic 10,665 10,665 - 3%
Fixed income securities:
International developed markets 59 59 - -
International emerging markets 129 129 - -
Government debt securities (4) 32,621 32,621 - 8%
High yield 39,130 39,130 - 9%
Mortgage backed securities 6,724 6,724 - 2%
Asset backed securities 4,537 4,537 - 1%
Collateralized mortgage obligations 353 353 - -
Corporate bonds (5) 23,884 23,884 - 6%
Other types of investments:
Equity long/short fund of funds hedge
fund (6) 14,932 - 14,932 4%
Multi-strategy fund of funds hedge
fund (7) 1,102 - 1,102 0%
Total $ 412,611 $ 360,176 $ 52,435 100%

(1) This category includes 43% of low-cost equitger funds that track the Russell 1000 Value index.

(2) This category includes 48% of low-cost equitger funds that track the Russell 1000 Growth index.

(3) This category represents equity securities of dgesl non-U.S. issuers across diverse industries.

(4) This category includes U.S. Treasury and Governragency securities.

(5) This category represents investment grade bontdsfissuers from diverse industries.

(6) This category includes fund of fund hedge funds ifmeest both long and short in primarily U.S. coomrstocks.
Management of the hedge funds has the ability ifbishestments from a net long position to a rtedr$ position.

(7) This category invests in multiple strategies toedsify risks and reduce volatility. The fund igm@ntly in full
liquidation.
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Pension Funding

We contributed $37.3 million, $28.7 million, andds2 million to the Pension Plans in 2011, 2010, 20@9,
respectively. Funding for the qualified Defined B&nhPension Plan is based upon actuarially detesthi
contributions that take into account the amounudgldle for income tax purposes and the minimuntriloution
required under Employee Retirement Income Secgtyof 1974, as amended by the Pension ProtectiirofA
2006, as well as targeted funding levels necessameet certain thresholds. Management does nogrdly expect
any of the pension assets to revert back to IPingi2012.

From a funding perspective, IPL’s funding targebllity shortfall is estimated to be approximat®y35 million as
of January 1, 2012. The shortfall must be fundest @even years. In addition, IPL must also contelibe normal
service cost earned by active participants duffiegalan year. The funding normal cost is expeatdattabout $8.7
million in 2012, which includes $3.0 million foram expenses. Each year thereafter, if the plaxderfunding
increases to more than the present value of thainémg annual installments, the excess is sepgratabrtized
over a new seven year period. IPL is required tal fapproximately $47.8 million during 2012. Howev&L may
decide to contribute more than $47.8 million to treetain funding thresholds. IPL’s funding poliwy the
Pension Plans is to contribute annually no less tha minimum required by applicable law, and naertban the
maximum amount that can be deducted for federalnmectax purposes.

Benefit payments made from the Pension Plans toyéars ended December 31, 2011 and 2010 were S2fdh
and $29.7 million respectively. Projected benediyments are expected to be paid out of the Pefdans as
follows:

Pension

Year Benefits
(In Thousands)

2012 $ 32,108
2013 33,202
2014 34,447
2015 35,707
2016 36,679
2017 through 2021 (in total) 200,379

Defined Contribution Plans
All of IPL's employees are covered by one of twdirkd contribution plans, the Thrift Plan or theRRS
The Thrift Plan

Approximately 85% of IPL’s active employees are@®d by the Thrift Plan. The Thrift Plan is a dfiatl defined
contribution plan. All union new hires are coveredler the Thrift Plan, while non-union new hires eovered by
the RSP.

Participants elect to make contributions to thefT Rlan based on a percentage of their base cosagien. Each
participant’s contribution is matched up to certhiresholds. The IBEW clerical-technical union ngives, in
addition to the IPL match, receive an annual luonp sompany contribution into the Thrift Plan. Emyso
contributions to the Thrift Plan were $2.9 milligg2.9 million and $2.9 million for 2011, 2010 an@0®,
respectively.

The AES Retirement Savings Plan

Approximately 15% of IPL’s active employees are@®d by the RSP. The RSP is a qualified definedritanion
plan containing a profit sharing component. Pgrtiois elect to make contributions to the RSP basetl
percentage of their taxable compensation. Eaclicfant’s contribution is matched in amounts uphbtat, not
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exceeding, 5% of the participant’s taxable compmsaln addition, the RSP has a profit sharing ponent
whereby IPL contributes a percentage of each emsplgyannual salary into the plan on a pre-tax basis profit
sharing percentage is determined by the AES BofBirectors on an annual basis. Employer payroltahig and
profit sharing contributions (by IPL) relating toet RSP were $0.8 million, $0.7 million and $2.3limil for 2011,
2010 and 2009, respectively.

13. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPL is a defendant in less than fifty pending laitsalleging personal injury or wrongful death steimg from
exposure to asbestos and asbestos containing psddumerly located in IPL power plants. IPL hagh@&amed as
a “premises defendant”, which means that IPL didmime, manufacture, distribute or install asbestoasbestos
containing products. These suits have been braugbthalf of persons who worked for contractors or
subcontractors hired by IPL. IPL has insurance tini@y cover some portions of these claims; culyetiibse
cases are being defended by counsel retained lugansurers who wrote policies applicable topkeiod of time
during which much of the exposure has been alleged.

It is possible that material additional loss wiglgard to the asbestos lawsuits could be incurrethig\time, an
estimate of additional loss cannot be made. IPLsk#ted a number of asbestos related lawsuitarfarunts which,
individually and in the aggregate, were not mateadPL’s results of operations, financial conditj or cash flows.
Historically, settlements paid on IPL’s behalf hdbezn comprised of proceeds from one or more insaleng

with comparatively smaller contributions by IPL. ditionally, approximately 40 cases were droppeglayntiffs in
2010 without requiring a settlement. We are unablestimate the number of, the effect of, or losgamnge of loss
which are reasonably possible from the pending & ®r any additional asbestos suits. Furthermeesare
unable to estimate the portion of a settlement arydilany, that may be paid from any insuranceecage for any
known or unknown claims. Accordingly, there is ms@ance that the pending or any additional sultswet have

a material adverse effect on IPL’s results of ofi@na, financial condition, or cash flows.

In addition, IPL is involved in litigation arising the normal course of business. While the resfltuch litigation
cannot be predicted with certainty, managemenetbes that the final outcome will not have a materiverse
effect on IPL’s results of operations, financiahddion, or cash flows. Amounts accrued or experisetegal or
environmental contingencies collectively during gegiods covered by this report have not been riaater|PL’s
audited Consolidated Financial Statements.

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and ti@teton of
hazardous materials; the emission and discharpazzrdous and other materials into the environnazatt;the
health and safety of our employees. These lawseqdations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, jerewvocation
and/or facility shutdowns. We cannot assure thahaxe been or will be at all times in full complianwith such
laws, regulations and permits.
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New Source Review

In October 2009, IPL received a Notice of Violati@ROV") and Finding of Violation from the EPA purant to
the Federal Clean Air Act Section 113(a). The N&léges violations of the Federal Clean Air ActRit’s three
coal-fired electric generating facilities datingchdo 1986. The alleged violations primarily pemtéo the
Prevention of Significant Deterioration and nonattaent New Source Review requirements under thefaéd
Clean Air Act. Since receiving the letter, IPL mgaeent has met with the EPA staff regarding poss#dolutions
of the NOV. At this time, we cannot predict themfbite resolution of this matter. However, settleteemd litigated
outcomes of similar cases have required compaaipay civil penalties, install additional pollutieontrol
technology on coal-fired electric generating unigsire existing generating units, and invest idiadnal
environmental projects. A similar outcome in thése could have a material impact on our businesswdlld seek
recovery of any operating or capital expenditusdated to air pollution control technology to reduegulated air
emissions; however, there can be no assurancewé¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

14. SALE OF OATSVILLE COAL RESERVE

In June 2011, IPL completed the sale of coal rigimi$ a small piece of land in Indiana (the “Oatev@oal
Reserve”) for a sale price of $13.5 million. Theperty had a carrying value of $0.2 million incldda Other
Investments on the accompanying Audited ConsolilBedance Sheets at December 31, 2010. The tatal ga
recognized on the sale of $13.3 million was incti@eMiscellaneous Income and (Deductions) - NetaxrOther
Income and (Deductions) in the accompanying Aud@edsolidated Statements of Income.

15. RELATED PARTY TRANSACTIONS

IPL participates in a property insurance programwlich IPL buys insurance from AES Global Insurance
Company, a wholly-owned subsidiary of AES. IPL @ self-insured on property insurance with the exioa of a
$5 million self-insured retention per occurrencrcépt for IPL’s large substations, IPL does notyarsurance on
transmission and distribution assets, which aresidened to be outside the scope of property ingerafES and
other AES subsidiaries, including IPL also partitgin the AES global insurance program. IPL pagsnums for
a policy that is written and administered by adtparty insurance company. The premiums paid tottiiid party
administrator by the participants are deposited intrust fund owned by AES Global Insurance Comphant
controlled by the third party administrator. Thigst fund pays aggregate claims up to $30 milli@aims above
the $30 million aggregate will be covered by sefgar@surance policies issued by a syndicate odl thérty carriers.
These policies provide coverage of $1 billion pecwrence. The cost to IPL of coverage under thogmam was
approximately $3.2 million, $4.0 million, and $318llion in 2011, 2010, and 2009, respectively, @ecorded in
Other operating expenses on the accompanying ddated Statements of Income. As December 31, 28d1 a
2010, we had prepaid approximately $1.5 million &td7 million, respectively, which is recorded irefayments
and other current assets on the accompanying Gdaszd Balance Sheets.

IPL participates in an agreement with Health andfsve Benefit Plans LLC, an affiliate of AES, torpeipate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healttld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhgler payments. The cost of coverage under thisranogvas
approximately $22.6 million, $21.0 million, and $20nillion in 2011, 2010 and 2009, respectivelyd &recorded
in Other operating expenses on the accompanyingdidated Statements of Income. As of DecembeRB11
and 2010 we had prepaid approximately $2.1 miliad $2.8 million for coverage under this plan, vahi
recorded in Prepayments and other current assdteeaccompanying Consolidated Balance Sheets.

AES files federal and state income tax returns tviciensolidate IPALCO and its subsidiaries, inclgdiRL. Under
a tax sharing agreement with IPALCO, IPL is resjiaador the income taxes associated with its oaxable
income and records the provision for income taxs#sgia separate return method. IPL had a receil(pbigable)
balance under this agreement of $(0.9) million §Ad million as of December 31, 2011, and 201(qeaetvely,
which is recorded in Prepayments and other cuassts on the accompanying Consolidated BalanegsShe
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Long-term Compensation Plan

During 2011, 2010 and 2009, many of IPL’s non-ureomployees received benefits under the AES Long-ter
Compensation Plan, a deferred compensation progrhisitype of plan is a common employee retentim tised
in our industry. Benefits under this plan are gedrih the form of performance units payable in casth AES
restricted stock units and options to purchaseeshair AES common stock. All such components vettinds over
a three year period and the terms of the AES o#stfistock units issued prior to 2011 also incladeo year
minimum holding period after the awards vest. Avgamthde in 2011 and for subsequent years will naubgect to
a two year holding period. In addition, the perfarroe units payable in cash are subject to cert&i& performance
criteria. Total deferred compensation expense dexbduring 2011, 2010 and 2009 was $1.2 million7 $dillion
and $1.4 million, respectively and was include®iher Operating Expenses on IPL’s Consolidatece8tants of
Income. The value of these benefits is being reizegnover the 36 month vesting period and a poiisaecorded
as miscellaneous deferred credits with the remairetmrded as paid in capital on IPL’s Consolida@@athnce
Sheets in accordance with ASC 7®mpensation — Stock Compensation.”

See alsdThe AES Retirement Savings Plaimitluded in Note 12/Pension and Other Postretirement Benefits”
the audited Consolidated Financial Statements lofdPa description of benefits awarded to IPL eoygles by
AES under the RSP.

16. SEGMENT INFORMATION

Operating segments are components of an entefprisehich separate financial information is avaié@abnd is
evaluated regularly by the chief operating decisi@aker in assessing performance and deciding haldcate
resources. All of IPL’s current business consi$the generation, transmission, distribution arid sé electric
energy, and therefore IPL had only one reportadfgrent.

17. QUARTERLY RESULTS (UNAUDITED)

Operating results for the years ended Decembe2(®l1 and 2010, by quarter, are as follows:

2011
March 31 June 30 September 30 December 31
(In Thousands)
Operating revenue $ 289,166 279,943 $  320,550% 282,266
Operating income 35,726 36,137 48,451 32,339
Net income 23,189 30,547 34,810 16,852
2010
March 31 June 30 September 30 December 31
(In Thousands)
Operating revenue $ 288,03 275,047 $ 305,675 % 276,144
Operating income 49,605 38,038 52,262 32,533
Net income 36,160 24,681 39,455 19,492

The quarterly figures reflect seasonal and weatlated fluctuations that are normal to IPL’s opierzs.

kkkkkkkkkkkk
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdtetiesigned to ensure that information requindsktdisclosed
in the reports that we file or submit under the liamge Act, is recorded, processed, summarizedegroited within
the time periods specified in the Securities andharnge Commission’s rules and forms, and that sifohmation

is accumulated and communicated to the principatetive officer and principal financial officer, appropriate, to
allow timely decisions regarding required disclesur

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the superviaimhwith the participation of our management,udaig the
principal executive officer and principal financaficer, of the effectiveness of our “disclosuentrols and
procedures” (as defined in the Exchange Rules B8a}kand 15-d-15(e) as required by paragraph (H)eof
Exchange Act Rules 13a-15 or 15d-15) as of Dece®bg?011. Our management, including the principal
executive officer and principal financial officés,engaged in a comprehensive effort to reviewluata and
improve our controls; however, management doegxéct that our disclosure controls or our inteowaitrols
over financial reporting will prevent all errorsdaall fraud. A control system, no matter how wedbijned and
operated, can provide only reasonable, not abs@stirance that the control system’s objectivii@imet.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cdastaddition, any evaluation of the effectivenegsontrols is
subject to risks that those internal controls megdme inadequate in future periods because of elsandgusiness
conditions, or that the degree of compliance withpolicies or procedures deteriorates. We haeedsts in certain
unconsolidated entities. As we do not control onage these entities, our disclosure controls andeoiures with
respect to such entities is generally more limiteth those we maintain with respect to our conatdid
subsidiaries.

Based upon the controls evaluation performed, teipal executive officer and principal financificer have
concluded that as of December 31, 2011, our disotosontrols and procedures were effective to pi@vi
reasonable assurance that material informatiotimgléo us and our consolidated subsidiaries isnebad,
processed, summarized and reported within the pieniods specified in the Securities and Exchangam@ission’s
rules and forms and that such information is acdated and communicated to the principal executifieer and
principal financial officer, as appropriate, tooall timely decisions regarding required disclosures.

Management’s Report on Internal Control over Finangal Reporting

Management for the Company is responsible for &skibg and maintaining adequate internal contsaro
financial reporting, as defined in Rule 13a-15¢ar the Exchange Act. The Company’s internal amiver
financial reporting is a process designed to previ&hsonable assurance regarding the reliabilifypafhcial
reporting and the preparation of financial statets\éor external purposes in accordance with GAA® iaoludes
those policies and procedures that:

= pertain to the maintenance of records that in mesie detail, accurately and fairly reflect thensactions
and dispositions of the assets of the Company;

= provide reasonable assurance that transactionse@eded as necessary to permit preparation ofi¢inh
statements in accordance with GAAP, and that réseipd expenditures of the Company are being made
only in accordance with authorizations of manageraed directors of the Company; and

= provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, ose
disposition of the Company’s assets that could lzan®terial effect on the financial statements.

Management, including our principal executive adfiend principal financial officer, does not expiett our
internal controls will prevent or detect all errarsd all fraud. A control system, no matter howlwekigned and
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operated can provide only reasonable, not absa@ssirance that the objectives of the control systee met.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cdstaddition, any evaluation of the effectivenegsontrols is
subject to risks that those internal controls megdme inadequate in future periods because of elsandusiness
conditions, or that the degree of compliance withpolicies or procedures deteriorates.

Management assessed the effectiveness of our ahtawntrol over financial reporting as of DecemBg&y 2011. In
making this assessment, management used theagtsgblished in Internal Control — Integrated Feaork issued
by the Committee of Sponsoring Organizations (CQSO)

Management’s Conclusion on Internal Control over FRnancial Reporting

Management has concluded that, as of Decembel031, the Company maintained effective internal camstover
financial reporting.

Changes in Internal Controls

In the course of our evaluation of disclosure aaistand procedures, management considered cantaimal
control areas in which we have made and are cdntirto make changes to improve and enhance conBated
upon that evaluation, the principal executive @ffiand principal financial officer concluded thiag¢ite were no
changes in our internal controls over financialoripg identified in connection with the evaluatieguired by
paragraph (d) of the Exchange Act Rules 13a-1%dr15 that occurred during the quarter ended Deee3ib,
2011 that have materially affected, or are readyrigdely to materially affect, our internal contsoover financial
reporting.

ITEM 9B. OTHER INFORMATION

Not applicable.
PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

Not applicable pursuant to General Instruction thaf Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

Not applicable pursuant to General Instruction thaf Form 10-K.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Not applicable pursuant to General Instruction thef Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR
INDEPENDENCE

Not applicable pursuant to General Instruction thaf Form 10-K.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The Financial Audit Committee of The AES Corporatgre-approved the audit and non-audit servicegiged by
the independent auditors for 2011 and 2010 folf igs® its subsidiaries, including IPALCO Enterjgss Inc. and its
subsidiaries. The AES Financial Audit Committee mgined its policy established in 2002 within whtoljudge if
the independent auditor may be eligible to prowedegain services outside of its main role as oatsidditor.
Services within the established framework includdittand related services and certain tax servigesrices
outside of the framework require AES Financial Al@ibmmittee approval prior to the performance efskrvice.
The Sarbanes-Oxley Act of 2002 addresses auditi@piendence and this framework is consistent wih th
provisions of the Act. No services performed byitidependent auditor with respect to IPALCO and its
subsidiaries were approved after the fact by th& Aihancial Audit Committee other than those thaten
considered to be de minimis and approved in acomelaith Regulation 2-01(c)(7)(i)(c) to Regulati®rX of the
Exchange.

In addition to the pre-approval policies of the AE8ancial Audit Committee, the IPALCO Board of &itors has
established a pre-approval policy for audit, aveliited, and certain tax and other non-audit sesvi€he Board of
Directors will specifically approve the annual d@wuslirvices engagement letter, including terms aed,fwith the
independent auditor. Other audit, audit relatedtardtonsultation services specifically identifiacthe pre-
approval policy are pre-approved by the Board a&€tors on an annual basis, subject to reviewepthlicy at
least annually. This pre-approval allows managerteergquest the specified services on an as-ndeakéd during
the year. Any such services are reviewed with tharB of Directors on a timely basis. Any audit onraudit
services that involve a service not listed on tfeegpproval list must be specifically approved gy Board of
Directors prior to commencement of such work. Niwises were approved after the fact by the IPALCaaR! of
Directors other than those that were considerdzbtde minimis and approved in accordance with Rigun 2-01
(c)(7)(i)(c) to Regulation S-X of the Exchange.

Audit fees are fees billed or expected to be biigaur principal accountant for professional segsifor the audit
of IPALCO'’s audited Consolidated Financial Statetagimcluded in IPALCO’s annual report on Form 1Gkd
review of financial statements included in IPALC@tsarterly reports on Form 10-Q, services thatnarenally
provided by our principal accountants in connectigth statutory, regulatory or other filings or emgments or any
other service performed to comply with generallgegated auditing standards and include comfort amdent
letters in connection with Securities and Excha@genmission filings and financing transactions.

The following table lists fees billed to IPALCO fproducts and services provided by our principabaatants:

Years Ended December 31,

2011 2010
Audit Fees $ 882,000% 895,500
Audit Related Fees:
Fees for the audit of IPL's employee benefingla 53,000 51,500
Assurance services for debt offering documents 64,425 -
Total Principal Accounting Fees and Services $ 1,099,425% 947,000
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENTS AND FINANCI AL STATEMENT SCHEDULES

(a) Index to the financial statements, supplementatg dad financial statement schedules

IPALCO Enterprises, Inc. and Subsidiaries — Consotlated Financial Statements _Page
Report of Independent Registered Public Accounfiingn — 2011, 2010 and 2009 58
Defined Terms 59
Consolidated Statements of Income for the years@dimcember 31, 2011, 2010 and 2009 60
Consolidated Balance Sheets as of December 31,&812010 61
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(b) Exhibits

Exhibit No.

Document

3.1*
3.2%
4.1*

4.2*

4.3

4.4*

4.5*

4.6*

4.7*

10.1*

10.2*

10.3*

10.4*

10.5%

Second Amended and Restated Articles of Inoa@iion

Amended and Restated By-Laws of IPALCO Entisgs, Inc.

Pledge Agreement between IPALCO Enterprisas, &nd The Bank of New York Mellon Trust
Company, N.A. dated as of November 14, 2001

Mortgage and Deed of Trust, dated as of Mal/9u40, between IPL and the Bank of New York
Mellon Trust Company, NA, as successor in intet@gtmerican National Bank & Trust
Company of Chicago, Trustee

The following supplemental indentures to therfgage and Deed of Trust referenced in 4.2
above:

*Third Supplemental Indenture, dated as of April 249

*Tenth Supplemental Indenture, dated as of Octab&e60

*Eighteenth Supplemental Indenture, dated as ofugely 15, 1974

*Thirty-Seventh Supplemental Indenture, dated a®atbber 1, 1993

*Forty-Seventh Supplemental Indenture, dated asugfust 1, 2003

*Forty-Eighth Supplemental Indenture, dated asapiuary 1, 2004

*Fifty-Second Supplemental Indenture, dated asepit&nber 1, 2006

*Fifty-Third Supplemental Indenture, dated as ot@ber 1, 2006.

*Fifty-Fourth Supplemental Indenture, dated aswfel1, 2007

*Fifty-Fifth Supplemental Indenture, dated as ofyMa 2009

*Fifty-Sixth Supplemental Indenture, dated as ofyMa 2009

*Fifty-Seventh Supplemental Indenture, dated asla§ 1, 2009

*Fifty-Eighth Supplemental Indenture, dated as ofyast 1, 2011

*Fifty-Ninth Supplemental Indenture, dated as ofgiet 1, 2011

Sixtieth Supplemental Indenture, dated as of Novarmibh2011

Indenture between IPALCO Enterprises, Inc. @hd Bank of New York Mellon Trust Company,
N.A., as successor Trustee, dated as of April @88Zor the 7.25% Senior Secured Notes Due
2016

Pledge Agreement Supplement between IPALC@fpnises, Inc. and The Bank of New York
Mellon Trust Company, N.A., as successor Collatégent, dated as of April 15, 2008, to the
Pledge Agreement between IPALCO Enterprises, Imd.Téhe Bank of New York Mellon
Trust Company dated as of November 14, 2001

Pledge Agreement Supplement between IPALCO Entargrinc. and The Bank of New York
Mellon Trust Company, N.A., dated as of May 18, P@d the Pledge Agreement between
IPALCO Enterprises, Inc. and The Bank of New YorkIMn Trust Company, N.A., dated as
of November 14, 2001

Indenture between IPALCO Enterprises, Inc. and Baek of New York Mellon Trust Company,
N.A., as Trustee, dated as of May 18, 2011 foi5tll@% Senior Secured Notes due 2018

Interconnection Agreement, dated as of Apri2008, between American Electric Power Service
Corporation, as agent for Indiana Michigan Powem@any, and IPL

Interconnection Agreement, dated as of De@rib 1968, between IPL and Southern Indiana
Gas and Electric Company as modified through Modifon Number 11

Interconnection Agreement dated DecembeB&}11between IPL and Hoosier Energy Rural
Electric Cooperative, Inc., as modified through Nicdtion 6

Tenth Supplemental Agreement to Interconoecigreement between IPL and PSI Energy, Inc.,
dated as of June 26, 2002, amending and completsigting prior agreements

IPALCO 1999 Stock Incentive Plan
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10.6*

10.7*

10.8

12*
21*
23.1*
31.1
31.2
32
99.1*

99.2*

99.3*

99.4*

101.INS
101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

$250,000,000 Revolving Credit Facilities Credit &gment by and among Indianapolis Power &
Light Company, The Lenders Party Hereto, PNC Bafdtjonal Association, as
Administrative Agent, PNC Capital Markets LLC, aslé&SBookrunner and Sole Lead
Arranger, Bank of America, N.A., as Syndication Agand Union Bank, N.A., as
Documentation Agent, dated as of December 14, 2010

First Amendment, dated as of March 14, 2011 to FXBDO00 Revolving Credit Facilities Credit
Agreement by and among Indianapolis Power & Ligbtpany, the Lenders Party Hereto,
PNC Bank, National Association, as Administrativgefsit, PNC Capital Markets LLC, as Sole
Bookrunner and Sole Lead Arranger, Bank of Ameri¢d., as Syndication Agent and Union
Bank, N.A., as Documentation Agent, dated as ofdbdmer 14, 2010

Second Amendment, dated as of February 21, 20$256,000,000 Revolving Credit Facilities
Credit Agreement by and among Indianapolis Powéight Company, the Lenders Party
Hereto, Bank of America, N.A., as Syndication Agantl PNC Bank, National Association, as
Administrative Agent, dated as of December 14, 2010

Computation of Ratio of Earnings to Fixed Chesg

Subsidiaries of the Company

Consent of Ernst & Young LLP

Certification by Chief Executive Officer recgd by Rule 13a-14(a) or 15d-14(a).

Certification by Principal Financial Officezquired by Rule 13a-14(a) or 15d-14(a).

Certification required by Rule 13a-14(b) or 15Hb).

Second Amended and Restated ReceivablesAg§adement, dated as of June 25, 2009 among
IPL Funding Corporation, as the Seller, IndianapBlower & Light Company, as the
Collection Agent, The Royal Bank of Scotland PLE tlze Agent, The Liquidity Providers
from time to time Party Hereto, and Windmill Fungli@orporation

First Amendment dated as of November 20, 2008e Second Amended and Restated
Receivables Sale Agreement, dated as of June BS, 20

Second Amendment, dated as of May 25, 201Ba®Gecond Amended and Restated Receivables
Sale Agreement, dated as of June 25, 2009

Third Amendment dated as of April 27, 2011 to tlee@d Amended and Restated Receivables
Sale Agreement, dated as of June 25, 2009

XBRL Instance Document (furnished herewith as pitediin Rule 406T of Regulation S-T)

XBRL Taxonomy Extension Schema Document (furnisheewith as provided in Rule 406T of
Regulation S-T)

XBRL Taxonomy Extension Calculation LinkleaBocument (furnished herewith as provided in
Rule 406T of Regulation S-T)

XBRL Taxonomy Extension Definition LinkbaSecument (furnished herewith as provided in
Rule 406T of Regulation S-T)

XBRL Taxonomy Extension Label Linkbase Dowent (furnished herewith as provided in Rule
406T of Regulation S-T)

XBRL Taxonomy Extension Presentation LigkbBocument (furnished herewith as provided in
Rule 406T of Regulation S-T)

* Incorporated by reference to IPALCO’s RegistratiBtatement on Form S-4 filed with the Securitied BExchange Commission on October

11, 2011.
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(c) Financial Statement Schedules

Schedules other than those listed below are omgitettie information is either not applicable, remfuired, or has
been furnished in the financial statements or nibteeto included in Item 8 hereof.

SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT

IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Rastrant
Unconsolidated Balance Sheets
(In Thousands)

December 31

2011 2010
ASSETS

CURRENT ASSETS:
Cash and cash equivale $ 3,13t 3 4,91¢
Deferred tax ass« curren 28 23
Prepayments and other current as 56 7€
Total current asse 3,21¢ 5,01«

OTHER ASSETS:

Investment in subsidiari 786,92¢ 765,75:
Other investmen 2,7C7 2,70¢
Deferred tax ass+ long tern 145 38
Deferred financing cos 9,72¢ 5,731
Total other asse 799,50 774,.2€
TOTAL $ 80272 % 779,4C

CAPITALIZATION AND LIABILITIES

CAPITALIZATION:
Common shareholder’s defic

Paid in capite $ 11,367 $ 10,811
Accumulated defic (17,219 (15,344
Total common shareholder’s def (5,84¢€) (4,533
Long-term deb 796,14. 395,72
Total capitalizatio 790,29! 391,19:
CURRENT LIABILITIES:
Current portion of lon-term dek - 375,00(
Accounts payable and accrued expe 237 215
Accrued income tax 1,58¢ 1,427
Accrued intere! 10,58: 11,38:
Total current liabilitie 12,40¢ 388,(25
DEFERRED CREDITS AND OTHER LONG-
TERM LIABILITIES 20 21
TOTAL $ 802,72 % 779,4C

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Income

(In Thousands)

Equity in earnings of subsidiaries
Loss on early extinguishment of debt
Income tax benefit — net

Interest on long-term debt

Amortization of redemption premiums and expense

on debt
Other —net
NET INCOME

2011 2010 2009
$ 1@D2 $ 116,062 $ 108,873
(15)422 - -
28,641 24,872 488,
(54,002) 381) (61,344)
(2,205) (2,037) (1,892)
(890) (822) (563)

$ 57,362 $ 76,731 $ 70,555

See notes to Schedule I.

147



IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Cash Flows
(In Thousands)

2011 2010 2009

CASH FLOWS FROM OPERATIONS:
Net income $ 57,362 $ 76,731 $ 70,555

Adjustments to reconcile net income to net cash
provided by operating activities:

Equity in earnings of subsidiaries (1eop (116,062) (108,873)
Cash dividends received from subsidiary comgeni 80,603 111,549 107,678
Amortization of debt issuance costs and distoun 2,205 2,037 1,892
Deferred income taxes — net (112) (669) 11
Loss on early extinguishment of debt 15,422 - -

Change in certain assets and liabilities:

Income taxes receivable or payable 160 716 1,048

Accounts payable and accrued expenses (639) 15 (9)

Accrued interest (800) - -

Other — net 711 (139) (258)
Net cash provided by operating activities 53,673 74,178 72,044
CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in subsidiaries 11 (73) -
Net cash provided by (used in) investing activities 11 (73) -
CASH FLOWS FROM FINANCING ACTIVITIES:

Long-term borrowings 399,708 - -

Retirement of long-term debt (389,421) - -

Dividends on common stock (59,231) (73,200) (70,900)

Other — net (6,520) - -
Net cash used in financing activities (55,464) (73,200) (70,900)
Net change in cash and cash equivalents (1,780) 905 1,144
Cash and cash equivalents at beginning of period 9154, 4,010 2,866
Cash and cash equivalents at end of period $ 3,13% 4915 $ 4,010

See notes to Schedule I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Common Shareholder’seficit
(In Thousands)

Paid in Accumulated

Capital Deficit Total
2009
Beginning Balance $ 8,624 $ (18,530) % (9,906)
Comprehensive Income:

Net income applicable to common stock 70,555 70,555
Total Comprehensive Income 70,555
Distributions to AES (70,900) (70,900)
Contributions from AES 1,196 1,196
Balance at December 31, 2009 $ 9,820 $ (18,875) $ (9,055)
2010
Comprehensive Income:

Net income applicable to common stock 76,731 76,731
Total Comprehensive Income 76,731
Distributions to AES (73,200) (73,200)
Contributions from AES 991 991
Balance at December 31, 2010 $ 10,811 $ (15,344) $ (4,533)
2011
Comprehensive Income:

Net income applicable to common stock 57,362 57,362
Total Comprehensive Income 57,362
Distributions to AES (59,231) (59,231)
Contributions from AES 556 556
Balance at December 31, 2011 $ 11,367 $ (17,213) $ (5,846)

See notes to Schedule I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Notes to Schedule |
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting for Subsidiaries and Affiliates — IPAL™Mterprises, Inc. has accounted for the earnifds o
subsidiaries on the equity method in the unconatdidl condensed financial information.

2. INDEBTEDNESS

The following table presents IPALCO'’s long-term étdedness:

December 31,
Series Due 2011 2010
(In Thousands)

Long-Term Debt

8.625% Senior Secured Notes November 2011 $ - $ 375,000
7.250% Senior Secured Notes April 2016 400,000 400,000
5.000% Senior Secured Notes May 2018 400,000 -
Unamortized discount — net (3,859) (4,273)

Total Long-term Debt 796,141 770,727
Less: Current Portion of Long-term Debt - 375,000

Net Long-term Debt $796,141 $ 395,727

Long-term Debt
IPALCO's Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillof 5.00% Senior Secured Notes due May 1, 20A&18
IPALCO Notes”) pursuant to Rule 144A and Regulat®uander the Securities Act of 1933, as amendee.ZDA8
IPALCO Notes were issued pursuant to an IndentateddiMay 18, 2011, by and between IPALCO and The&Ba
of New York Mellon Trust Company, N.A., as trustébese notes were subsequently exchanged for n@s nith
identical terms and like principal amounts, whickrevregistered with the Securities and Exchangerfiiesion
pursuant to a registration statement on Form S-deneffective in November 2011. In connection witis t
issuance, IPALCO conducted a tender offer to rémse for cash any and all of IPALCO’s then outstan®375
million of 8.625% (original coupon 7.625%) SeniacBred Notes due November 14, 2011 (“2011 IPALCO
Notes”). As a result, IPALCO no longer has indebess with an interest rate that changes due tagelsan its
credit ratings. Additionally, IPALCO no longer hasy debt with financial ratio maintenance covenaaithough
its articles of incorporation continue to contdie same financial ratios restricting dividend pagteeand
intercompany loans to AES as were included in ®EI2PALCO Notes.

The 2018 IPALCO Notes were priced to the publi®e®&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. These costs and other related finanastsare being
amortized through 2018 using the effective intenesthod. We used the net proceeds to repurchaséthb
outstanding 2011 IPALCO Notes through the tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1/ilion was included as a separate line item witBther Income
and Deductions in the accompanying audited Corestald Statements of Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratatiiyPALCO’s existing senior secured notes. IPALBas
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entered into a Pledge Agreement Supplement withBiark of New York Mellon Trust Company, N.A., as
Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor CollatAggnt dated November 14, 2001.
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Valuation and Qualifying Accounts and Reserves
Years ended December 31, 2011, 2010 and 2009
(In Thousands)

Column D -
Column A — Description Column B Column C — Additiors Deductions Column E
Balance at Charged to
Beginning Charged to Other Net Balance at
of Period Income Accounts Write-offs End of Period
Year ended December 31, 2011
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2,218 $3669 $ - $ 3,806 $ 2,081
Year ended December 31, 2010
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2,143 $3995 $ - % 3,920 $ 2,218
Year ended December 31, 2009
Accumulated Provisions Deducted from $ 018 % 4506 $ -$ 4,164 $ 2,143
Assets —Doubtful Accounts
INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Valuation and Qualifying Accounts and Reserves
Years ended December 31, 2011, 2010 and 2009
(In Thousands)
Column D —
Column A — Description Column B Column C — Additiors Deductions Column E
Balance at Charged to
Beginning Charged to Other Net Balance at
of Period Income Accounts Write-offs End of Period
Year ended December 31, 2011
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2,218 $3669 $ -$ 3,806 $ 2,081
Year ended December 31, 2010
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2,143 $3995 $ -$ 3,920 $ 2,218
Year ended December 31, 2009
Accumulated Provisions Deducted from $ 018 % 4506 $ -$ 4,164 $ 2,143

Assets —Doubtful Accounts
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, the tegig has duly
caused this report to be signed on its behalf bytidersigned, thereunto duly authorized.

IPALCO ENTERPRISES, INC.
(Registrant)

Date: _ February 24, 2012 /s/ Kenneth J. Zagzebski
Kenneth J. Zagzebski
President and Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Capacity/Other Titles Held Date

/s/ Kenneth J. Zagzebski President, Chief Executive Officer and Director of February 24. 2012
Kenneth J. Zagzebski IPALCO (Principal Executive Officer) yes

/s/ Andrew M. Vesey Chairman of the Board of IPALCO and Executive Vi("_.eebruar 24 2012
Andrew M. Vesey President of AES y et

[s/ William H. Henley Director of IPALCO and Vice President, Corporate

William H. Henley Affairs of IPL February 24, 2012
/sl Elizabeth Hackenson Director of IPALCO and Senior Vice President, Chie‘:ebruar 24 2012
Elizabeth Hackenson Information Officer of AES y et
Kenneth Uva Director of IPALCO February 24, 2012
/sl Kelly M. Huntington Senior Vice President, Chief Financial Officer and February 24. 2012
Kelly M. Huntington Director of IPALCO (Principal Financial Officer) y et

[s/ Kurt A. Tornquist Vice President and Controller of IPALCO (Principal

Kurt A. Tornquist Accounting Officer) February 24, 2012

Supplemental Information to be Furnished With Repots Filed Pursuant to Section 15 (d) of the Act by
Registrants Which Have Not Registered Securities Psuant to Section 12 of the Act

No annual report or proxy material has been sesetarity holders.
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Exhibit 31.1

Certification Pursuant to Rule 13a-14(a) or 15d-14) of the Securities and Exchange Act of 1934

I, Kenneth J. Zagzebski, certify that:

1. | have reviewed this annual report on Form 16fKPALCO Enterprises, Inc. (the “registrant”);

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or eonditate a
material fact necessary to make the statements,riraliight of the circumstances under which sueteshents
were made, not misleading with respect to the pec@vered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thiport, fairly
present in all material respects the financial dom results of operations and cash flows ofréngistrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls
and procedures (as defined in Exchange Act Rulasl58e) and 15d-15(e)) and internal control oveatiicial
reporting (as defined in Exchange Act Rules 13d}¥5(d 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and
procedures to be designed under our supervisiengare that material information relating to
the registrant, including its consolidated subsidi is made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financggdarting, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presented i
this report our conclusions about the effectiveradsbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; and

(d) Disclosed in this report any change in thesegnt’s internal control over financial reportitigt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiéfibgted, or is reasonably likely to materially
affect, the registrant’s internal control over ficél reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal
control over financial reporting, to the registfarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiams):

(a) All significant deficiencies and material weakses in the design or operation of internal cbntro
over financial reporting which are reasonably bkl adversely affect the registrant’s ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sayniifi
role in the registrant’s internal control over fireéal reporting.

Date:  February 24, 2012 /s/ Kenneth J. Zagdebsk
Kenneth J. Zagzebski
President and Chief Executive Officer
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Exhibit 31.2

Certification Pursuant to Rule 13a-14(a) or 15d-14) of the Securities and Exchange Act of 1934

[, Kelly M. Huntington, certify that:

1. | have reviewed this annual report on Form 16fKPALCO Enterprises, Inc. (the “registrant”);

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or eonditate a
material fact necessary to make the statements,riraliight of the circumstances under which sueteshents
were made, not misleading with respect to the pecavered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thiport, fairly
present in all material respects the financial dom results of operations and cash flows ofréngistrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls
and procedures (as defined in Exchange Act Rulasl®8) and 15d-15(e)) and internal control oveaticial
reporting (as defined in Exchange Act Rules 13d}¥5(d 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and
procedures to be designed under our supervisiengare that material information relating to
the registrant, including its consolidated subsidi& is made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financggdarting, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presented i
this report our conclusions about the effectiversdsbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; and

(d) Disclosed in this report any change in thesegnt’s internal control over financial reportittgt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiffibgted, or is reasonably likely to materially
affect, the registrant’s internal control over fiicél reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal
control over financial reporting, to the registfarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiams):

(a) All significant deficiencies and material weakses in the design or operation of internal cbntro
over financial reporting which are reasonably bkl adversely affect the registrant’s ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sayniifi
role in the registrant’s internal control over fireéal reporting.

Date:  February 24, 2012 /s/ Kelly M. Huntington
Kelly M. Huntington
Senior Vice President and Chief Financial Officer
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Exhibit 32

Certification Pursuant to Rule 13a-14(b) or 15d-144) of the Securities and Exchange Act of 1934 and
Pursuant to Section 1350 of Chapter 63 of Title 18f the United States Code as adopted pursuant to 8®n
906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being subrdtte connection with the Annual Report on Form 1@eKthe year
ended December 31, 2011 (the “Report”) for the psepof complying with Rule 13a-14(b) or Rule 15dk)4f the
Securities Exchange Act of 1934 and Section 1330hafpter 63 of Title 18 of the United States Code.

Kenneth J. Zagzebski, President and Chief Exec@ffieer and Kelly M. Huntington, Senior Vice Prdsit
and Chief Financial Officer of IPALCO Enterpriséisg. (“IPALCO”), each certifies that, to the bes$this or
her knowledge:
1. The Report fully complies with the requiremest$Section 13(a) or 15(d) of the Securities Excleang
Act of 1934; and
2. The information contained in the Report fairhegents, in all material respects, the financialdétion
and results of operations of IPALCO.

Date:  February 24, 2012 /s/ Kenneth J. Zagdebsk
Kenneth J. Zagzebski
President and Chief Executive Officer

Date:  February 24, 2012 /s/ Kelly M. Huntington
Kelly M. Huntington
Senior Vice President and Chief Financial Officer

A signed original of this written statement reqditey Section 906 has been provided to IPALCO andbei
retained by IPALCO and furnished to the Securitied Exchange Commission or its staff upon request.
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